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Olivetti 


Audit accounting 

is fully mechanised accounting 
simpler 

more accurate 

more economical 

than you thought possible 


Audit 412 


Whatever your accounting problem, 
and particularly if it is the problem of 
how to reduce your accounting costs, 
the Olivetti Audit machines and 
Olivetti technical services will help 
you to the right answer. 


The Olivetti Audit numerical and 
alphanumerical accounting machines 
guarantee the efficiency of all your ac- 
counting. 


super-automatic performance 
arithmetical functions and transfers, the 
printing of totals, balances and dates, the 
opening and closing of the front feed—all 
these are controlled automatically from the 
programme panel. 


simplicity of operation 

Audit machines require no_ special 
operator training - operator decision is 
limited to figure-entry on the modern, 
simplified keyboard and selection between 
two motor bars. 
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built-in accuracy 


pick-up balances and account numbers are 
automatically checked before they are 
printed, and before any new entries can be 
made on a card. 


low cost of installation 


Audit versatility (four distinct jobs can be 
programmed on one panel) and low unit 
price bring the cost of installing fully 
mechanised accounting lower than ever 
before in this country and well within the 
means of any business. 


economy in use 


high operating speed, programme use of 
both the forward and the return move- 
ments of the carriage, the elimination of 
operator fatigue and error and the fact that 
unskilled or part-time operators may be 
employed combine to save operating time, 
to increase output and the accuracy of 
output, and to reduce running costs. 


Audit S12 


British Olivetti Ltd. 30 Berkeley Square, London, W. 1 
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Latest Examination Results 


At the Examinations of the INSTITUTE OF CHARTERED ACCOUNTANTS held in 


MAY 1961 
Pupils of 


H. FOULKS LYNCH & CO. LTD. 


ALL THE 


The Accountancy Tutors 


HONOURS AND PRIZES 
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BOTH FINAL AND INTERMEDIATE 
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Apply for SYLLABUS OF TUITION to the Secretary 
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COMPANY 
FORMATION KING & CO 


you cannot do better than use one of SURVEYORS, VALUERS & AGENTS 


the five DAVY COMPANY OUTFITS 
coupled with the DAVY SERVICE for OF 
your next company formation. 


Write for fall details and draft copy of FACTORIES 


Memorandum and Articles 


settled by Counsel, to: 


CHAS. DAVY & CO. a 
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Company Registration Agents as 


Head Offiee 
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Professional Not 

An Auditing Challenge Stone, c.P.A., Professor of Accounting at the University 


“TWENTY YEARS HAVE passed since the McKesson and 
Robbins case shocked the accounting profession in the 
United States from a complacent, lethargic position. This 
dramatic case . . . forced the entire accounting profession 
to re-examine its auditing standards and to instigate a 
sweeping reform. . . . The recent disclosures of conflict 
of interest and other malpractices on the part of officers 
and directors of some of our large corporations demand 
another reappraisal of the role of the auditor. . . . In 
addition to designing new audit techniques, the detection 
of malpractices of management requires the acceptance 
of the philosopby that the auditor must appraise the 
sincerity and honesty of management.” So runs part of 
an article entitled “Depth Auditing—Appraisal of 
Management Performance’, by Professor Willard E. 


of Florida, which appeared in the August issue of the 
New York Certified Public Accountant. 

Already, many of the latest reports to American stock- 
holders contain information on actions of officers or 
members of the Board which might have “conflict of 
interest” implications. With management itself taking the 
initiative, Professor Stone considers it is but a short step 
to the demand for an independent appraisal, and quite 
natural that this responsibility should fall upon the public 
accountant. He predicts that the auditor’s report of the 
near future will contain a statement to the effect that he 
has found no evidence of conflict of interest or of any 
misconduct on the part of management—or that any 
such evidence will be disclosed in his report. 

Not all members of the profession will be in favour 
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of this extension of the auditor’s du- 
ties, though Professor Stone seeks to 
demonstrate that there is nothing new 
in the idea. Swedish and Finnish 
auditors have since 1652 been ex- 
pressing opinions not merely upon 
the accounting statements produced 
by a company but also upon its 
management. Japanese accountancy 
law also assigns this function to the 
auditor. 

Once the necessity for an inde- 
pendent appraisal of management is 
accepted, it is interesting to speculate 
upon the nature of the audit that will 
be required. The process, Professor 
Stone feels, will be an evolutionary 
one. ““New auditing techniques will 
be developed first for areas of busi- 
ness operation more readily lending 
themselves to quantitative measure- 
ment. Later the more difficult to 
appraise qualitative areas will re- 
ceive attention.” The evaluation of 
past performance and the appraising 
of future potential, with considera- 
tion of the competitive position of 
the company in its industry, includ- 
ing its labour relations, sales poli- 
cies, research programmes and 
organisation structure, will involve 
much not at present familiar to the 
auditor. But the auditor is the 
“logical candidate for this position 
of trust and responsibility.”” If he 
declines, others will be found to 
perform this necessary function. “I 
believe,” concludes Professor Stone, 
“that the auditor must and will 
accept this responsibility.” 


Price of the Squeeze 

SOME EFFECTS OF the present effort to 
improve the balance of payments are 
giving rise to comment and con- 
siderable disappointment. Enterpris- 
ing concerns which have prepared to 
set up branches or affiliates overseas 
are finding it difficult to secure per- 
mission to do so unless a very early 
contribution to foreign exchange 
earnings can be expected, while 
those with branches already estab- 
lished are asked to bring home earn- 
ings which they would prefer to use 
for further development abroad. In 
a different field the Export Credit 
Consortium, set up by Lazards in the 
spring to finance long-term export 
credits, is having difficulty in obtain- 
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ing the funds required, and the 
formation of other groups with 
similar objects has been postponed. 
However, Lazards has succeeded in 
obtaining from pension funds at 
least part of the necessary funds to 
finance a contract for a £28 million 
steel mill for Jugoslavia, although 
the insurance companies that were 
to have participated are having to 
practise some restriction of loans. 
Any failure in this field would be 
regrettable, but it is early yet to 
suppose that failure will occur. In 
any case, this and other restrictions 
on development overseas are part of 
the price that has to be paid for 
unwise policy in the past. Of possibly 
more immediate importance is the 
fact that Ship Mortgage Finance, 
designed to provide funds for the 
purchase of British-built ships, can- 
not meet all the demands upon it at 
a time when there is some sign of 
revival in both shipping and ship- 
building. Even when the funds are 
available, the rate of interest de- 
manded compares unfavourably with 
that offered by some foreign yards. 
These circumstances arise from the 
need to secure long overdue, internal 
adjustment and do not constitute 
arguments against the continuance 
of measures necessary to that end. 


Distributive Developments in Britain 

WHILE MUCH IS written about the cost 
of distribution and the need to reduce 
it, few have really set out to describe 
what has happened in this field over 
recent decades. This task has now 
been performed by Mr. Nicholas 
A. H. Stacey in a paper read to the 
British Association. His first point is 
that in terms of gross trading profits 
as a percentage of total assets, stores 
and shops have, over the past decade, 
done better than manufacturing 
industry, while according to share 
indices the stores group has done 
better than any other over the period 
1949 to 1961. The author believes 
that the retailer is the real entre- 
preneur in distribution, while the 
consumer plays a passive part. Both 
the supermarket and the self-service 
store, on the one hand, and the dis- 
count store, on the other, have pros- 
pered in part by making inroads on 
the principle of resale price main- 
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tenance, particularly in the grocery 
business. Real initiative has been used 
to render both the independent small 
retailer and the manufacturer rather 
uncomfortable. The attacks of the 
big groups have driven the small man 
to join group organisations, which 
give him most of the advantages of 
large scale without the loss of the 
personal element. Mr. Stacey sees 
the manufacturers’ defence in further 
amalgamation, and perhaps vertical 
penetration into the distributive 
business. The paper includes a plea 
for more frequent censuses of distri- 
bution and a more detailed report by 
the Registrar of Companies so that 
the course of growth in distribution 
can be followed. 

Mr. Stacey is not an adherent of 
the curious doctrine that only pro- 
duction is important and that dis- 
tributors are second class citizens. 
He is able to establish that, in the 
period 1948 to 1959, while em- 
ployment in manufacturing rose by 
12.4 per cent., that in distribution 
increased by 20.5 per cent. Possibly a 
different base year would have 
changed this picture somewhat, but 
it is not surprising that the rise in the 
general standard of living should be 
reflected in an increase in the pro- 
portion of total income spent on 
services, including distribution. 


Harkness Fellowships 
THIRTY HARKNESS FELLOWSHIPS of 
the Commonwealth Fund are to 
be awarded in 1962 to young men 
and women who will be between 
21 and 32 years old on September 1 
next year. Candidates should hold a 
degree from a British university, or 
equivalent professional qualifica- 
tions. The Fellowships are tenable 
in the United States for two years. 
Applications, typed in duplicate, 
should reach the Warden of Harkness 
House, 38 Upper Brook Street, 
London, W.1, by November 15. 


Who Holds Sterling? 

FIGURES RECENTLY PUBLISHED, show- 
ing the position of United Kingdom 
sterling liability at end-June, reveal a 
fall of only £14 million in the 
quarter to that date in the amounts 
due to all countries, while those due 
to non-territorial organisations have 
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dropped by a mere £1 million. But 
liabilities to the rest of the sterling 
area have risen on the quarter by 
£161 million, while those to every 
major section of the non-sterling 
world have fallen: liabilities to 
Western Europe by £85 million, to 
North America by £29 million, to 
Latin America by £13 million and to 
the rest of the non-sterling world by 
£48 million. These changes mark a 
sharp reversal of trend, for after 
sterling became convertible at the 
end of 1958 non-sterling countries 
built up their sterling holdings to an 
extent which largely offset the fall in 
holdings by the rest of the sterling 
area, including both the Dominions 
and the more recently independent 
former Colonies. None the less, of a 
total of £3,705 million at the end of 
June all but £1,101 consisted of obli- 
gations to the rest of the sterling 
area. Within the total sterling area 
holding at end-March last—no later 
detailed figures are available—by far 
the largest group holding is an 
estimated amount (built up from 
official figures of this and other 
sterling area countries) of some £655 
million for the remaining Colonial 
territories, with the ex-Colonies still 
substantial holders at around £300 
million and Malaya, Australia and 
Eire each holding something between 
£200 million and £300 million. Even 
after the best possible build up there 
remains a gap of some £350 million, 
which may approximately represent 
the holdings of Kuwait, a particularly 
volatile element. 

The fall of £175 million in non- 
sterling-area balances in the quarter 
to June 30 calls for some comment. 
The Western European share has 
been affected by the Basle Agree- 
ment, under which central banks 
agreed to absorb some at least of the 
sterling sold by private holders. At 
least £200 million under this head 
has already been repaid, but there is 
some evidence that the liquidation 
is still incomplete. It may be that 
without this aid the fall on the quar- 
ter would have been much nearer 
£400 million than £100 million. 
But now the movement has almost 
certainly gone into reverse, and 
some of the flow of balances to 
London must have come from 
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Western Europe. Against this the 
independent section of the sterling 
area may well be running down its 
holdings to obtain finance elsewhere 
—a course which owing to restric- 
tions in this country is not open to 
the Dominions and ex-Colonies. 


Powers of Trustees 
THE DUTY OF a trustee under the 
Trustee Investments Act, 1961, to 
obtain and consider advice on 
whether any specific investment is 
satisfactory applies to all investments 
other than those of Part 1 of the 
first schedule (which comprises 
Defence Bonds, savings certificates 
and savings bank deposits). Thus 
even quoted government stocks can- 
not now be bought without advice. 
Trustees must have regard to the 
need for diversification in so far as 
appropriate to the circumstances of 
the trust, and to the suitability of the 
description of investment proposed 
and of the actual investment pro- 
posed within investments of that 
description. The advice received must 
be confirmed in writing before the 
trustee will be deemed to have ful- 
filled his obligation. It may be that 
advice must be sought on whether 
existing investments. can be retained. 
A limitation is imposed upon the 
power of a trustee to set aside 
specific securities before applying 
the 50-50 rule if the powers of the 
trustee have been conferred or varied 
by an order of the Court within ten 
years before the coming into force of 
the Trustee Investments Act, or by 
any enactment made within that 
period relating specifically to the 
trust, or by an enactment in a local 
Act of the present session. 


Accounts Manuals aud Codes for the 
Library of the Institute 
IN A LECTURE on the use of accounts 
codes which he gave at the Brighton 
conference of the London and 
District Society of Chartered Ac- 
countants in November, 1960, Mr. 
Brian A. Maynard, M.A., F.C.A., made 
the following suggestion: 
_ It is evident, firstly, that there is 
much scope for improvement in the 
general standard of accounts codes; 
secondly, that there is a demand 
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among our members for details of 
other people’s achievements; and, 
thirdly, that many members work 
with organisations which operate 
accounts codes of a certain standard 
and would be willing to provide 
copies. My suggestion is that a 
section should be established in our 
Institute Library to which members 
should be invited to give copies of 
interesting accounts codes. If there is 
sufficient support for this idea at this 
Conference, it would have the advan- 
tage of making available, at virtually 
no cost, a pool of experience that 
could be of the greatest value in 
raising the standard of service pro- 
vided by our profession to manage- 
ment and indeed to the country as a 
whole. 


The conference was strongly in 
favour of the idea. A few members 
frankly admitted that their codes 
were by no means models, and a very 
small minority who were engaged in 
highly competitive industries were 
unwilling to have theirs published, 
but a great many members repre- 
senting companies that already 
operated reasonably satisfactory 
accounts codes said they would be 
very willing to provide copies for 
Library use. 

The Library at Moorgate Place 
already has a number of accounting 
manuals which include accounts 
codes, mostly from American firms. 
Ford (English and American com- 
panies), Frigidaire, General Motors, 
and more recently Standard-Triumph 
are examples. As far as possible 
two copies of each are kept, one for 
reference and one for lending. 

Members and firms are invited to 
place copies of their manuals or 
codes in the library so that they may 
be available for study and as a 
permanent record of developments in 
this field. It is hoped that whenever 
possible two copies will be presented. 


Take to the Air 

“TO EMPLOY PUBLIC transport you 
have to make your business fit the 
schedule of the airlines, but with 
your own aircraft you make the 
schedule fit the requirements of your 
business,” observed Mr. E. W. 
Pasold, Chairman of the Business 
Aircraft Users’ Association, at a 
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Association’s first general meeting. 
He went on to say: “A business air- 
craft is not a miniature airliner, just 
as a Car is not a miniature train. You 
cannot beat the airlines between 
London and Paris in your own plane, 
just as your car cannot beat the night 
express between London and Glas- 
gow.” Private air transport, he 
suggested, offers rather different 
advantages. 

Cross-country, away from sched- 
uled services, it is incomparably 
faster by private plane than by public 
airline or train. Timetables can be 
dispensed with, and the frustration of 
having to leave an important con- 
ference in a hurry can be avoided. 
The user of a private business air- 
craft can please himself how long he 
stays and can break his journey when 
and where he likes. Business aircraft 
are of course a tool which may be 
used skilfully or otherwise. Already 
some 250 British concerns possess 
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their own air transport. Many large 
companies, when seeking a new 
factory or office site, look first for 
good air connections—a local air- 
port which they may acquire or 
employ. Without this they are un- 
willing to consider an area. 

It is difficult to evaluate this sort 
of service, just as it is difficult to 
assess the savings involved in the 
provision of emergency replace- 
ments to factories scattered the 
length and breadth of the land, or 
the gain in goodwill upon the speedy 
servicing of European customers’ 
plant. Operating costs may be less 
than one might expect, though they 
naturally vary according to the type 
of organisation used. Many business 
users fly themselves; this is obviously 
cheaper than using professional 
pilots. The need to acquire airport 
facilities will also affect costs, but 
some idea is given by the graph on 
this page, which is reproduced by the 


courtesy of the Business Aircraft 
Users’ Association. 


Lease or Buy 

THE ANNOUNCEMENT WAS made at 
the end of August of a third group 
prepared to lease capital equipment 
to the British industrialist who 
prefers this method of finance to 
outright purchase. The existing 
groups are Mercantile Credit (in 
conjunction with the United States 
Leasing Corporation) and Astley 
Industrial Trust. The new concern, 
Equipment Leasing Ltd., is owned 
by Lease Plan International of New 
York in association with Cable and 
Wireless (Holding), Hambros Bank 
and Phoenix Assurance. It is ex- 
pected that when the British market 
is developed this group will extend 
its services to the Continent. The 
intention is to buy plant and lease it 
on terms which will be less costly 
than hire purchase. The exact nature 


A COMPARISON OF OPERATING COSTS PER PASSENGER SEAT MILE 
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of the contracts offered will be 
important, but details are not yet 
available. 

This type of offer is still relatively 
new in Britain, although well estab- 
lished in North America. 

Tax assessments will be affected by 
the choice of leasing rather than 
purchase, and the advice of account- 
ants will be needed. 


The American Institute and Research 
THREE NEW PROJECTS have been added 
to the agenda of the Accounting 
Research Division of the American 
Institute of Certified Public Ac- 
countants. The intention of the 
American Institute to devote up to 
$250,000 dollars a year to research, 
and the appointment as Director of 
Research of Mr. Maurice Moonitz, 
c.P.A., formerly Professor of Ac- 
counting at the University of Cali- 
fornia, were reported in ACCOUN- 
TANCY for May, 1959 (page 242) and 
April, 1960 (page 199). Projects 
already undertaken were described in 
the issues for April, 1960 (page 199) 
and November, 1960 (page 625). 
The new projects are as follows. 


Accounting for Foreign Operations 
The study will include an examina- 
tion of trends in the nature and ob- 
jectives of foreign investment by 
United States corporations with 
emphasis on their effects on the 
reporting of the results of that in- 
vestment. Particular attention will be 
given to the development of appro- 
priate procedures for the translation 
of foreign currency balances into 
dollars, the impact of governmental 
intervention in the area of exchange 
rates and currency convertibility, and 
the problems relating to foreign sub- 
sidiaries in the preparation of con- 
solidated and parent-company finan- 
cial statements. The study will include 
a review of the pronouncement made 
by the committee on accounting 
procedure in Accounting Research 
Bulletin No. 4, subsequently revised 
to become Chapter 12, Foreign 
Operations and Foreign Exchange, of 
Accounting Research Bulletin No. 43. 


Intercorporate Investments 
A major objective will be to review 
and amplify a pronouncement of the 


committee on accounting procedure, 
Accounting Research Bulletin No. 
51, Consolidated Financial State- 
ments. Particular attention will be 
given to the problems created by the 
existence of unconsolidated sub- 
sidiary companies, including the 
timing of the recognition of earnings 
of an unconsolidated subsidiary in a 
consolidated statement and the extent 
of supplementary disclosures, The 
entire range of problems encountered 
in the preparation of consolidated 
financial statements will be studied. 

Special attention will be given to 
the related parent-company prob- 
lems—such as the amount at which 
the investment in the subsidiary is 
included in the assets of the parent 
corporation, and the recognition of 
earnings of the subsidiary on the 
financial statements of the parent— 
and to the problems created by the 
existence of associated or 50 per cent. 
jointly-owned companies. 

Consideration will also be given to 
such problems as the accounting for 
equity securities in uncontrolled 
affiliates, and holdings of debt 
securities of other corporations. 

This project, and also the study of 
Accounting for Foreign Operations, 
will be under the specific direction of 
Professor Samuel R. Hepworth of 
the University of Michigan. 


Price Level Changes 
There will be a review of Accounting 
Research Bulletin No. 33, issued in 
December, 1947, on the subject of 
depreciation and high costs; of 
Chapter 9, Section A, of Accounting 
Research Bulletin No. 43 (1953), 
which reaffirmed the view expressed 
in the earlier bulletin; and of the 
independent report, “Changing Con- 
cepts of Business Income”, published 
in 1952 by a Study Group on Business 
Income sponsored by the Institute. 
The report of the Study Group was 
concerned mainly with the impact of 
changing prices on business income. 
The study is proceeding on the 
assumption that to ignore fluctuations 
in the value of the dollar in accoun- 
ting is unrealistic. Under instructions 
from the Accounting Principles 
Board, it will also pay special atten- 
tion to the use of supplementary 
statements as a means of disclosure, 
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but will not be restricted to that 
aspect. 

This project is being conducted by 
the staff of the Accounting Research 
Division of the American Institute of 
Certified Public Accountants with the 
assistance of Professor Philip W. Bell 
of Haverford College. 

Those interested are invited to send 
comments, suggestions, or material 
for the use of the research staff on 
any of these projects to Mr. Moonitz. 
After a study is completed, the Ac- 
counting Principles Board will wel- 
come similar reactions to the pub- 
lished report. The address of the 
American Institute is 270 Madison 
Avenue, New York 16, N.Y. 


“Guilty Party” 
GEORGE ROSS (a qualified accountant) 
and Campbell Singer, who wrote that 
very meaty play “Any Other Busi- 
ness”’ (see ACCOUNTANCY for April, 
1958, page 168), have turned from 
takeover bids to embezzlement. Their 
new play demands concentration— 
and seems to be getting it. Perhaps 
audiences are more likely to be 
engrossed by high finance now that 
every man is his own investment 
broker. This may be no change of 
subject for the Tired Business Man, 
but he will find a drawing room in 
the West End a relief from the 
kitchen sink. Anyway the directors 
and their wives all look nice and 
prosperous, even if somebody did go 
off with all that cash six years ago. 

Here is David Newman (Donald 
Sinden) back in this country to find 
wife and reputation lost by his dis- 
appearance at the same time as the 
cash, and defiantly confronting his 
co-directors with assertion of his 
innocence. And, as if that were not 
disturbing enough, he proves it with 
an ease that would have astounded 
any prosecuting counsel. But who 
did do it? Directors who are always 
going abroad, chartered accountants 
who know too much, women chair- 
men rolling in money, ruthless 
secretaries: any single one of them 
could have done it. Cold as the trail 
is, persistence manages to solve it, 
and the surprise ending is neat, even 
if the motive seems thin. Certainly 
this is an evening’s entertainment 
that can be recommended. 
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EDITORIAL 


Accounting on a National Scale 


passed and quickly been forgotten. Common 

Marketeers and Anti-Common Marketeers alike 
have suspended, temporarily, their arguments. Yet every 
thinking person realises that our economic prospects are 
still a cause for worry. The trouble is that it is difficult to 
remember a time when they were not. For fifteen years 
this country has waddled through one economic crisis, 
only to be beset by another, with the result that, whatever 
the cognoscenti may say, the man in the street, to whom 
economic affairs on the national scale are still a mystery, 
has become almost impervious to warnings. It will take a 
major catastrophe to shake him. 

It is not altogether impossible to explain the emergence 
of this case-hardened attitude. Somehow the ravages of 
the war were made good, Britain resumed its role as an 
international banker, a large programme of social reform 
was carried through, the situation now referred to in 
ambiguous tones as “affluence” was established—all in 
the teeth of recurrent crises and prophecies of disaster. 
Even the cry for more exports has not been unanswered. 
In 1946 it was estimated that an increase in volume of 
75 per cent. was needed. Exports have in fact risen by 
120 per cent. That is still not enough. Yet, in one way or 
another, we have stumbled along. The American loan, 
devaluation, the Marshall Plan, and in recent months the 
weakness of the dollar which brought huge short-term 
funds to London, have all helped. But we cannot rely 
indefinitely upon windfalls. 

It would not be fair to suggest that Britain’s economic 
survival has been due to luck alone. There has been a 
steady strengthening of the economy. Investments 
abroad have been built up. Some industries have made 
considerable progress, and there has been much moderni- 
sation. But our industrial efficiency is always less than it 
should be. Month by month, competition, particularly 
from Common Market countries, is becoming stronger 
and our export margins narrower. Despite lower prices, 
our share of many world markets is dropping. 

This baffling combination of prosperity with insecurity 
is the puzzle. Yet it should be soluble. In fact it has all 
the marks of a problem of accounting. It is the reflection 
on an enormous scale of the situation presented by 
Mr. A. B. Snow in his paper to the Oxford Summer 
Course (reproduced in ACCOUNTANCY, July and August). 
It is the problem of the firm which appears to be modestly 
prospering but which still cannot secure a genuinely 
stable and healthy future, and therefore wants to know 
precisely what has gone wrong. 

One possibility is that the system of national account- 
ing is falling behind that of private enterprise. It is essen- 
tial—though unfortunate—that a large part of our 
national income should be expended upon defence, so 


Me: SELWYN LLOYD’S Summer Budget has 


that, whilst the need for investment is obvious, funds are 
severely limited. Too often in the past the available 
funds have been used unwisely, and even today there is 
little evidence that accounting tests are being applied by 
government departments in deciding which plans should 
be adopted and which shelved. There is little doubt, for 
instance, that a large number of transport modernisation 
schemes could be amply justified on economic grounds. 

No little confusion is caused by the intermingling of 
capital and revenue items in government accounts. This 
occurs not only in the Budget, but in reports on the 
balance of payments, which are often distorted by the 
inflow and outflow of capital, including “hot” money 
passing from one centre to another. Whether hot money 
movements should be freely permitted is open to question 
—and opinion has hardened against them somewhat in 
recent months—but it is certainly undesirable that the 
accounting system should permit them to distort the 
true balance of payments on “income” account. For too 
long we have relied on capital gains to cover income 
deficiencies. 

Any accountant worth his salt understands the effect 
of fixed costs and changes of volume upon unit costs. He 
knows that short-time working is not only inefficient but 
costly. Yet the basic weapon in the Government’s anti- 
inflationary armoury is the cutting back of home demand, 
apparently in the hope that what would otherwise be 
consumed at home will be exported. This is a nice theory 
which does not work out in practice. If home demand is 
reduced, industry stagnates. Far from automatically 
rushing into export markets, it tends to curl up and die. 

The information link is weak in both directions. Those 
in industry called upon to provide statistical returns are 
frequently dilatory, apparently failing to realise the im- 
portance of the information they are supplying. The 
Government is thus forced to work in the dark. But it is 
not itself as helpful as it might be in providing vital 
information to industry. Painful past experience tends to 
connect planning with control, and this has bred a 
dislike of both. But this mental attitude is no excuse for 
failure to solve some of the problems of accounting 
involved. It is necessary to extract from the unduly 
vague pronouncements of the Government just what 
degree of planning is at present in contemplation. If the 
departments concerned would do this and communicate 
the results in clear terms to industry a necessary first 
step would have been taken. 

The publication of long-term plans and improvements 
in government accounting will admittedly not solve all 
our difficulties. But neither will the Chancellor’s July 
budget. The long-term problem of matching costs and 
revenues, internal and external, remains as intractable as 
ever. 
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You are invited to visit 
STAND 110 
Business Efficiency Exhibition 
OLYMPIA 
October 3rd-I Ith 


A fully transistorised electronic computer, the Monrobot XI is 
the least erpensive complete data processing system yet devised. 
The entire computer is contained in this desk sized console. 


Monrobot Mark XI, the world’s first truly low-cost general- 
purpose electronic computer, is priced well within the reach 
of the average-size business, yet has the basic abilities of 
equipment costing many times as much. 


Monrobot XI offers complete flexibility. It is capable of 
simultaneous output on up to three devices which could in- 
clude typewriter, 5-8 channel tape, card or edge-punched 
card. Input/output components can be plugged in or out 
according to the job to be done. 


Compatible with any procedure already in use, Monrobot XI 
will interpret any code, whether number or letter, from type- 
writer, tape, card or keyboard. It has a built-in parity check 
on all alpha-numeric input information, and automatically 
outputs with correct parity. 


Due to its versatility and low cost the Monrobot XI is equally 
suited to use in small businesses, to perform a complete data 
processing job; in a large computer installation as ancillary 
equipment used for data conversion, editing, or proof; or in 
branch offices to ensure accurate and standard record keepi 
and the production of output which can later be processe 
and analysed at the Head Office. 
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MONROE CALCULATING MACHINE COMPANY LIMITED, BUSH HOUSE, ALDWYCH. LONDON, WC2. COV 0211 
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By Order of the Liquidator, H. W. Pitt, Esq., F.C.A. 
Re: Carfelts Limited (In Voluntary Liquidation) 


THE MILLS, MOUNTAIN ASH, Glam. 
HENRY BUTCHER & CO. 


are instructed to offer for SALE BY AUCTION in LOTS at the 
WORKMEN’S INSTITUTE, MOUNTAIN ASH on 


Tuesday, 3rd October, 196] at TEN-THIRTY A.M., the 


FELT CARPET MAKING PLANT, 
STOCK & CONSUMABLE STORES 


including 
“B.T.M.” 160-INCH TUFTED CARPET MAKING MACHINE; 
RUBBER BACKING MACHINE AND EQUIPMENT; 120-INCH 
NEEDLE LOOMS; 72-INCH GARNETS; FELT HARDENING 
MACHINES AND PRESSES; BALE OPENING, WILLEYING AND 
BLENDING MACHINES; CARPET FRINGING MACHINES; HAIR 
FELT PRESSES; RUBBER UNDERLAY MAKING HOT AIR OVEN; 
CARDING ENGINES; “SINGER” AND “CORNELLI” SEWING 
MACHINES; “EASTMAN” CIRCULAR CUTTERS; “EDWARDS” 
No. O ECCENTRIC PRESS; RAG GRINDING MACHINES; 80 
QUART MIXERS;. DUST EXTRACTION PLANT; “BALLARD” 
OVENS; “CROSSLAND” GUILLOTINES, CUTTING AND CREAS- 
ING MACHINES; AIR COMPRESSORS; ELECTRIC MOTORS 
AND ACCESSORIES; STOCK OF CARPET WOOLLEN FELT, 
UNDERFELT; WOOLLEN AND HAIR MIXTURE FELT; “FORD” 
AND “AUSTIN” PETROL AND DIESEL VANS; OFFICE FURNI- 
TURE AND EQUIPMENT 


THE LONG LEASEHOLD FACTORY containing a FLOOR SPACE of 
about 52,000 SQUARE FEET and occupying a GROUND AREA of 
about 2 ACRES will be offered FOR SALE on the same date 


Messrs. ALFRED TOOKE & CO., Chartered Accountants, 100 Park 
Street, Grosvenor Square, London, W.1, and of 
Messrs. HENRY BUTCHER & CO., 73 Chancery Lane, London, W.C.2. 
Telephone: HOLborn 8411 (eight lines) 


By Order of E. C. Baillie, Esq., C.A., Receiver of the L.P.S. Electrical 


Co. Ltd. 
PONSWOOD WORKS, THEAKLEN DRIVE, 
ST. LEONARDS-ON-SEA, Sussex 


HENRY BUTCHER & CO. 


are instructed to offer for SALE BY AUCTION in LOTS at 
THE QUEEN’S HOTEL, HASTINGS on 


Wednesday, I Ith October, 196] 
and DAY FOLLOWING at ELEVEN A.M. EACH DAY the 


PLANT, MACHINERY, STOCK & STORES, 
OFFICE FURNITURE & EQUIPMENT 


includi 
PLASTIC EXTRUDING MACHINES by “ANDOUART”, “IDDON” 
AND “SHAW”; HIGH-SPEED TUBULAR STRANDING MACHINES; 
BUNCHING, LAPPING AND WINDING MACHINES; HEAVY 
LAYING UP MACHINES; PNEUMATIC INJECTION MOULDERS; 
COMPLETE PLANT FOR THE MANUFACTURE OF TINSEL 
CONDUCTORS; WINDING, COILING AND REELING MACHINES; 
FINE WIRE BINDING MACHINES; MOTORISED BRAIDING 
MACHINES; INJECTION MOULDERS; Telephone Cord Plaiting and 
Binding Machines; Wrapping Machines; Tagging Presses; Steel Bins and 
Racks; Reels and Drums; LACQUERING MACHINES; FINE WIRE 
WELDERS; S.S. & S.C. AND CAPSTAN LATHES; DRILLING, 
GRINDING, MILLING AND SHAPING MACHINES; Air Com- 
pressors, Electric Motors, Engineers Stores; Pumps; Electric Hoists; 
ELECTRICAL TEST EQUIPMENT; STOCK OF FINISHED AND 
PARTLY COMPLETED ELECTRIC CABLE, COPPER WIRE, 
TEXTILES AND STORES; OFFICE FURNITURE AND MACHINERY 
including “Adrema”, ““Comptometer”’, “Frieden”, “‘Facit’’, “Gestetner”, 
“Simplex”’, “Eliot Fisher’ and “‘Remington”’ Machines 


Catalogues (when ready) may be obtained of: 
Messrs. LAYTON-BENNETT, BILLINGHAM & CO., Chartered 
Accountants, 23 Blomfield Street ,London Wall, London, E.C.2, and of 
Messrs. HENRY BUTCHER & CO., Auctioneers, Valuers and Surveyors 
of Factories, Plant and Equipment, 73 Chancery Lane, London, W.C.2. 
Telephone: HOLborn 8411 (eight lines) 


Company Secretaries and Accountants 


dial ROYAL 7288 


to be relieved of the printing problems of your Report and 


Accounts. Recent increases in production resources and plant 


enable us to give you even better service in producing your 


Company Report and Accounts. Original Designs from our Studio. 


Proofing and Printing by our Day and Night Service. 


EDEN FISHER & CO. LTD. 


NEW ISSUE & COMPANY PRINTING DEPARTMENT 
6 CLEMENTS LANE, LONDON, E.C.4 
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The pace of modern life, the impact on business relationships of a 
continuous stream of fresh legislation, and rising standards of skill and 
care demanded in a progressive society imply greater 

occupational hazards for the professional classes. 


Occupational Hazards 
By K. B. Edwards 


THE PROFESSIONAL MAN who is a specialist may be pro- 
tected from liability to some extent by the very limitation 
of his field of activity, so that he is rarely called upon to 
undertake unfamiliar work; but the general practitioner, 
whose tasks are many and varied, may have to pay dearly 
in terms of reputation and money for a single negligent 
act or omission on the part of himself or some member of 
his staff. 

A century and a quarter ago Chief Justice Tindall said 
in a leading case on professional negligence that every 
person who enters into a learned profession undertakes to 
bring to the exercise of it a reasonable degree of skill. He 
does not undertake to use the highest degree of skill (for in 
every profession there are some members who are more 
skilful than average), but he undertakes “to bring a fair, 
reasonable and competent degree of skill.”” What is a 
reasonable degree of skill varies with the march of time. 
The decided cases on the duties of auditors in connection 
with the verification and valuation of stock show clearly 
how standards of skill and care have become more 
stringent since the turn of the century. 

Since accountants tender advice in many different 
directions, prepare accounts for many different purposes 
and act in many different capacities, it is gratifying to 
find that so few actions for negligence are brought against 
them, and that fewer still succeed. This may be due in 
part to the fact that they themselves are watchdogs on the 
look-out for acts of negligence on the part of other 
people; but something is owed to the protection which 
the law affords to a section of the professional com- 
munity comprising accountants, architects, bankers, 
solicitors and some others, but does not afford to doctors, 
surgeons and dentists, by reason of the different nature of 
the services which they render. 


Negligent Statements 

In Le Lievre v. Gould [1893] 1 Q.B. 491, Lord Justice 
Bowen said the law does not consider that what a man 
writes on paper is “like a gun or other dangerous instru- 
ment” and, in the absence of contract, does not hold him 
responsible for “drawing his certificate carelessly,” 
unless he intended to deceive. In other words, there is a 
distinction between a negligent act which causes damage 
to a person or property and a negligent statement. A 
motorist who drives his vehicle negligently along the 


highway, and runs down a cyclist, is liable to the cyclist 
in damages although he is not in contractual relationship 
with him; and the same rule applies to a doctor who 
negligently performs an operation on an injured man 
(who is not his patient) at the scene of an accident. Both 
motorist and doctor are liable in tort (a wrong indepen- 
dent of contract) because there is proximity between each 
of them and the other party, and the damage done was 
damage to person or property. An accountant, on the 
other hand, has no duty in tort (although he may be 
liable if the discharge of his professional duty is accom- 
panied by a libel), because he is not concerned with 
physical acts but with the preparation and auditing of 
accounts, the making of reports and the giving of advice. 
He is responsible only if there is a contractual or fiduciary 
relationship between himself and the other party. Apart 
from statute (see Section 43 of the Companies Act, 1948, 
which relates to mis-statements in prospectuses), he is not 
liable if a third party, acting upon a negligent report of 
his, suffers loss. 


Contractual Relationship 

In the Le Lievre case mortgagees of the interest of a 
builder under a building agreement advanced money to 
him from time to time on the faith of certificates given by 
a surveyor that certain specified stages in the progress 
of the buildings had been reached. The surveyor was not 
appointed by the mortgagees and there was no contractual 
relationship between him and them. In consequence of 
the negligence of the surveyor the certificates contained 
untrue statements on the progress of the buildings, but 
there was no fraud on his part. It was held that he owed 
no duty to the mortgagees to exercise care in giving his 
certificates and that they could not maintain an action 
against him for negligence. 

This decision was applied in the well-known case of 
Candler v. Crane Christmas and Co. [1951] 1 All E.R. 426, 
where the managing director of a company instructed a 
firm of accountants to prepare the company’s accounts 
and balance sheet. A clerk of the accountants (acting 
within the scope of his employment) prepared the ac- 
counts knowing that they were wanted for the purpose of 
inducing the plaintiff to invest money in the company. 
The draft accounts were shown to the plaintiff in the 
presence of the accountants’ clerk, and the plaintiff, 


Ar 
= 
‘ wy 
4 
oe 
shes 
Nate 
} 


536 ACCOUNTANCY SEPTEMBER 1961 


relying on their accuracy, subscribed £2,000 for shares in 
the company. The defendants subsequently certified the 
accounts in the form in which they were shown to the 
plaintiff. The accounts had been prepared negligently, but 
without fraud on the part of the defendants or their clerk, 
and did not give a true statement of the financial position 
of the company. The company went into liquidation and 
the plaintiff lost the whole of his investment. He brought 
an action against the defendants for negligence and, 
alternatively, for breach of duty to give him accurate 
information. The Court of Appeal (Lord Justice Denning 
dissenting) held that (i) in the absence of a contractual or 
fiduciary relationship between the parties the defendants 
owed no duty to the plaintiff to exercise care in preparing 
the accounts and giving their certificate, and (ii) since the 
plaintiff had invested his money before the relationship 
between the defendants and the plaintiff, as auditors and 
shareholder of the company respectively, had become 
operative, no damage flowed from the breach of any such 
duty owed by the defendants to the plaintiff in that 
capacity. 

The dissenting judgment of Lord Justice Denning, 
however, has attracted considerable attention, not only 
in this country but in the United States of America. He 
said that accountants, surveyors, valuers and analysts 
whose profession and occupation was to examine books, 
accounts “‘and other things,” and to make reports on 
which other people relied in the ordinary course of 
business, owed a duty to use care in the work that resulted 
in the reports. They owed this duty not only to their 
employer or client but also to any third person to whom 
they showed the reports or accounts, or to whom they 
knew their employer was going to show them, so as to 
induce him to invest money or take some other action on 
them. The test of proximity in these cases was: Did the 
accountants know that the accounts were required for 
submission to the plaintiff and use by him? The duty of 
care extended, however, only to those transactions for 
which the accountants knew their accounts were required. 

This view is supported by Professor Warren A. Seavey, 
of the Harvard Law School, in an interesting article in the 
Law Quarterly Review (1951) 67 L.Q.R. 466; and 
Salmond on Torts, twelfth edition, states at page 402 that 

it may well be that the Courts will eventually recognise a 

duty of care when the plaintiff has suffered damage in con- 

sequence of relying on a certificate or other document 
carelessly prepared for his guidance in some specific 
transaction by one whose profession or calling it is to 
furnish information to the public. 
Indeed, Professor Seavey suggested that the facts in the 
Candler case were so different from those in Le Lievre v. 
Gould that the Court was free to find that the different 
facts permitted a different result. 


Other Decisions 

Meanwhile, Candler’s case is good law and was followed 
in De Savary v. Holden, Howard and Co. (The Times, 
January 12, 1960), where the facts were less simple. A 
bank instructed accountants to report on the financial 
position of three companies, of which the plaintiff was the 


virtual owner, before extending credit facilities to the 
companies. The accountants reported to the bank on the 
footing that the companies’ books of account were 
correct, whereas they contained a serious mis-statement 
of the amount of stock and work in progress at some of 
the companies. Later, the same accountants were em- 
ployed by the plaintiff to advise them on the wisdom or 
otherwise of developing the business with borrowed 
money. Acting on the accountants’ advice, the plaintiff 
borrowed money and suffered considerable trading losses. 
The Court held that there was no contract between the 
parties at the time when the accountants’ report was given 
to the bank, and that, although this relationship was later 
established, there was nothing to excite the suspicion of 
the defendants that the books were inaccurate or anything 
to show that they had not taken reasonable care in their 
examination of them. 

Where there is a contractual relationship between the 
parties the position is quite clear, and two cases illustrate 
this. In De La Bere v. Pearson, Ltd. [1908] 1 K.B. 280, 
newspaper proprietors advertised that their city editor 
would answer readers’ requests for financial advice. In 
response to a request for the name of a good stockbroker, 
the newspaper replied with the name of an outside broker 
who was an undischarged bankrupt. The reader sent him 
money for investment, which he misappropriated. The 
newspaper was held liable for not taking reasonable care 
to recommend a good broker, on the ground that there 
was a contract between it and its reader. In Pankhurst v. 
Gairdner and Co. [1960] 25 D.L.R. (2d) 515—a Canadian 
case—a customer instructed his stockbroker to sell shares 
at a time when there was a market for them. The broker 
failed to do this, despite a further instruction by the 
customer to sell at a time when he knew of the broker’s 
failure. The Alberta Supreme Court held, by a majority, 
that the broker was liable, the measure of damage being 
the named price of the shares less commission and 
taxes, the broker keeping the shares. 


Fiduciary Relationship 
The principle established in Le Lievre v. Gould, that there 
is no liability for negligent statements in the absence of a 
contractual relationship between the parties (but quaere 
negligent statements which cause physical damage, such 
as a wrong label on food or a bottle of patent medicine), 
was modified in Nocton v. Lord Ashburton [1914] A.C. 
932. In that case a mortgagee brought an action against 
his solicitor, claiming to be indemnified against the loss 
which he had sustained by having been improperly 
advised and induced to release part of a mortgage security, 
with the result that the security became insufficient. It was 
held that there was a breach of duty by the solicitor 
arising from the fiduciary relationship between the parties. 
It is not always easy to say when the fiduciary relation- 
ship exists, but it has been said, judicially, that it does not 
depend on any particular circumstance; that it exists in 
almost every shape, and that it exists notoriously in the 
case of trustee and beneficiary, guardian and ward, 
parent and child and solicitor and client. 

In Woods v. Martins Bank, Ltd. [1958] 3 All E.R. 166, 
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the bank was in contractual relationship with the 
plaintiff and a branch manager of the bank in fiduciary 
relationship with him. The plaintiff had little business 
experience and asked the branch manager to be his 
financial adviser; the manager replied that “the bank” 
would be pleased to take care of his financial affairs. 
Acting on the advice of the manager, the plaintiff invested 
money in the preference shares of a company which was 
a customer of the bank and which the manager told him 
was financially sound. In a letter dictated by the manager, 
the plaintiff authorised the proceeds of other investments 
to be paid to the bank so that the bank might pay for the 
new shares out of the proceeds and retain the balance to 
the plaintiff’s credit in a suspense account. Later the 
plaintiff opened a current account at the bank. Relying 
on further advice given by the manager, the plaintiff 
subsequently invested additional money in the company’s 
shares and also made a loan to the company in the form 
of an unregistered bill of sale. Later still, he guaranteed 
the overdraft of a second company, again relying on a 
statement by the manager that the company was finan- 
cially sound. Unknown to the plaintiff, the first company 
had a considerable overdraft at the bank which the dis- 
trict head office of the bank was pressing the branch 
manager to have reduced. The plaintiff lost substantial 
sums as a result of his investments and guarantee, and he 
claimed these sums from the bankand the branch manager. 

The Court held that the plaintiff became a customer of 
the bank when he made the first investment in the com- 
pany, but that, even if he did not become a customer 
until later, the bank would still have been under a duty to 
exercise ordinary skill and care in advising the plaintiff, 
because it was part of the bank’s business to advise cus- 
tomers and potential customers on financial matters of all 
kinds. (Compare Banbury v. Bank of Montreal [1918] 
A.C. 626.) The manager, said the learned judge, ought 
never to have advised the plaintiff without making a full 
disclosure to him of the conflicting interests between the 
plaintiff and the bank and the bank’s other customers 
concerned. The manager could have refused to advise the 
plaintiff; but as he chose to do so the law in those 
circumstances imposed an obligation on him to advise 
with reasonable care and skill. He found for the plaintiff 
against both defendants. 

In a recent Irish case—Macken v. Munster and 
Leinster Bank and O’Grady [1960] 95 I.L.T.R. 17—the 
plaintiff brought an action against the bank and a branch 
manager, claiming damages for breach of duty in failing 
to exercise reasonable skill and care in answering 
enquiries which he made of them. P, a Dutch citizen resi- 
dent in Eire, approached the bank for a loan and showed 
the manager a letter written in Dutch which, P alleged, 
concerned the transfer of money belonging to him from 
Holland to Eire. The manager did not have the letter 
translated but, despite the fact that he believed P had the 
money in Holland, he refused to make the loan. Subse- 
quently P proposed that the plaintiff would “sign on his 
behalf,” and the bank manager invited the plaintiff to 
call on him. In P’s presence the manager told the plaintiff 
that P had money in Holland, and that there was no risk 
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as he had seen the documents. Acting on these assurances 
the plaintiff—who had refused to make loans to P on 
previous occasions—signed a promissory note, on which 
P defaulted. The Court held that the branch manager 
failed to take reasonable care when telling the plaintiff 
that P had money in Holland, and was negligent in not 
having the letter translated. It accordingly made a 
declaration that the plaintiff would not be liable if called 
upon to pay any sum on the promissory note. 

The case of Woods, in particular, may repay careful 
study by accountants who undertake, or propose to 
undertake, the giving of investment advice generally, for 
it shows that in some circumstances there may be liability 
to a potential client, and a liability on the part of the 
member of the staff who has actually given the negligent 
advice, on the basis of a fiduciary relationship between 
him and the plaintiff. In view of the decision in Banbury v. 
Bank of Montreal it will be difficult to sustain an action 
against an accountant for the giving of negligent invest- 
ment advice if the giving of investment advice forms no 
part of his business; and it is well established that for 
giving negligent advice gratuitously there can be no 
liability, whether the advice be given by a person having 
special knowledge of the subject or not. 


Accountants’ Duty of Secrecy 
An interesting case under this head is Fogg v. Gaulter and 
Blane (Law Journal, November 4, 1960), where the facts 
were a trifle involved. Solicitors acting for the plaintiffs 
against Mrs. Fogg in an earlier action enquired of a firm 
of chartered accountants whether they had in their pos- 
session copies of income tax returns made by a testator 
which would give any indication as to the existence or 
otherwise of an alleged partnership between him and his 
deceased son, who was Mrs. Fogg’s husband. Upon 
receiving a favourable reply, the solicitors inspected the 
accountants’ file and there found copies of the income 
tax returns of the son also, for the preparation of which 
instructions had been given to the accountants by the 
father. The solicitors then applied for copies of the son’s 
returns, which were supplied by the accountants without 
protest and without threat or pressure of any kind being 
put upon them. The original action was compromised; 
and in the second action the plaintiff, Mrs. Fogg, alleged 
that the accountants had acted improperly by delivering 
the income tax returns of her husband to the other side in 
the original action. 

The Court held that the son had been the accountants’ 
client and that the accountants owed the same duty to 
him (and therefore to his personal representatives) as 
they would have owed to his father. In the course of 
litigation the production of the income tax returns might 
have been compelled, but it was quite wrong and a serious 
breach of duty on the part of the accountants to produce 
the documents in the original action without Mrs. Fogg’s 
consent and without an order of the Court. In the second 
action, however, the plaintiff had not succeeded on the 
issue of fraud (which rested on an allegation that the copy 
returns had not been signed by the son), and an admission 
in an income tax return was made to the Commissioners 
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of Inland Revenue and to no one else, and could have no 
effect whatever on a claim based on the Limitation Act, 
1939. In all the circumstances a sum should be awarded 
which, though not large, was not derisory, and there 
would be judgment for the plaintiff for £100. 


Auditors 
The liability of auditors arises under three separate 
heads: (i) negligence; (ii) misfeasance under the Com- 
panies Act, 1948; and (iii) criminal liability under the 
Companies Act, 1948, the Larceny Acts, 1861 and 1916, 
and the Falsification of Accounts Act, 1875. Criminal 
liability is fortunately a rarity among professional people, 
but the number of actions brought against auditors for 
negligence is quite considerable. Several of them related 
to the verification and valuation of stock. If accounts do 
not represent a true and fair view, or proper books of 
account have not been kept, the auditor must qualify his 
report to show this. If he is not satisfied with the valuation 
placed on certain assets or liabilities, it is his duty to 
report the matters with which he is dissatisfied. In Re 
London and General Bank (No. 2) [1895] 2 Ch. 673, Lord 
Justice Lindley said, at pages 684, 685: 
A person whose duty it is to convey information to others 
does not discharge that duty by simply giving them so much 
information as is calculated to induce them, or some of 
them, to ask for more. Information and means of informa- 
tion are by no means equivalent terms. . . . An auditor who 
gives shareholders means of information, instead of 
information, in respect of a company’s financial position 
does so at his peril, and runs very serious risk of being held, 
judicially, to have failed to discharge his duty. 
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Indeed, it has been repeatedly stated by various learned 
judges what the approach of the auditor to his duties 
should be. The difficulty, of course, is to apply apparently 
simple rules to the sometimes difficult circumstances of a 
particular case. How difficult these circumstances can 
sometimes be was discussed in an article entitled 
‘Auditors’ Qualified Reports” in ACCOUNTANCY for May, 
1960 (pages 267-70). What, it asked, should be the duties 
and powers of an auditor who, in the course of his duties, 
discovers something which would have caused him to 
qualify his report if he had been called upon to produce 
one at that time, but which has been rectified by the time 
he accomplishes his audit? Again, if the auditor has no 
more than a suspicion, however well founded, is he justi- 
fied in refraining from acting at all? By and large, the 
writer of the article considered that the present situation 
calls for an increase in the powers and responsibilities of 
auditors, and it will be interesting to see, in due course, 
what the Jenkins Committee on Company Law has to say 
on the subject. 

As it is, the statutory duties of auditors are defined in 
somewhat broad terms; the case law on the subject is 
extensive, and in places conflicting. Wherein lies the 
auditor’s safeguard? It is suggested that he should at 
least make himself thoroughly familiar with the Recom- 
mendations of the Council of The Institute of Chartered 
Accountants in England and Wales. If there is no de- 
parture from the accepted standards of the profession as 
a whole, it will be somewhat difficult for a plaintiff to 
prove that there has been negligence—provided that the 
act or omission complained of is not outside the scope of 
the Recommendations. 


Control of Capital Expenditure—III 


By P. D. Reynolds, c.a. 


THE SECOND ARTICLE in this series (ACCOUNTANCY, 
August, pages 471-5) compared methods of evaluating 
projects and showed the advantages of the actuarial 
approach. The calculations of the present value index 
will now be considered in more detail. 

The procedure is: 


(1) Determine the effective life of the project. 

(2) Forecast the cash flow year by year over this life. 

(3) Determine the cash flow at three or four arbitrary rates 
of interest. 

(4) Interpolate graphically to discover the present value 
index more exactly. \ 


Project Life 


‘Right at the outset a fact is required which seems 


notoriously difficult to ascertain. Defeatists will talk of 
plant X which was out of date before it came into 
operation, while plant Y, built to last for ten years, is 
still going strong after thirty. This is no reason for 
abandoning the question. A view must be taken, and, 
provided that it is consistent with the general experience 
of the business and, more particularly, with estimates for 
alternative projects, any comparative evaluations based 
upon it will be valid. Whatever method of assessment is 
used, every decision to lay out money for a capital item 
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must imply some opinion as to the period for which that 
item is to be profitably employed before being overtaken 
by obsolescence—or just wearing out beyond economic 
repair. Nor is any special skill needed to calculate the 
expected life of plant. Failing any good argument to the 
contrary, the useful life implicit in the Inland Revenue’s 
annual rate for wear and tear allowances is a very good 
figure to work from. 


539 


Cash Flow 

Tables 1, 2, and 3 show how cash flow is determined for a 
typical project. It has been assumed that the plant and 
its installation will cost £100,000, of which £50,000 is to 
be paid at the outset and the rest will be spent more or 
less evenly over the following 12 months. The only other 
outflow (apart from any cash losses from trading, which 
in this case do not arise) will be for working capital. The 


Table I. Forecast of Annual Profits 
Project: Freeze-Drying Plant Serial No. A.17 
Sales Direct Fixed Taxable Net 
Year Ib. unit value Cost Cost Profit Depreciation Profit 
price £ £ £ € £ £ 
1 nil 
2 80,000 5/- 20,000 10,000 10,000 — 10,000 10,000 Loss 
3 320,000 5/- 80,000 40,000 10,000 30,000 10,000 20,000 
4 480,000 5/- 120,000 60,000 10,000 50,000 10,000 40,000 
5 480,000 5/- 120,000 60,000 10,000 50,000 10,000 40,000 
6 480,000 5/- 120,000 60,000 10,000 50,000 10,000 40,000 
7 480,000 5/- 120,000 65,000 10,000 45,000 10,000 35,000 
8 480,000 5/- 120,000 75,000 10,000 35,000 10,000 25,000 
9 480,000 5/- 120,000 85,000 10,000 25,000 10,000 15,000 
10 480,000 5/- 120,000 90,000 10,000 20,000 10,000 10,000 
11 480,000 5/- 120,000 95,000 10,000 15,000 10,000 5,000 
Table 1(a). Forecast of Conventional Return on Capital 
Project: Freeze-Drying Plant Serial No. A.17 
Capital at start of year Net Profit 
Year Fixed Assets Working Capital Capital Employed for year Return 
£ £ £ £ per cent. 
2 100,000 3,300 103,300 10,000 9.7 Loss 
Depreciation 10,000 
3 90,000 13,300 103,300 20,000 19.4 
Depreciation 10,000 
4 80,000 20,000 100,000 40,000 40.0 
Depreciation 10,000 
5 70,000 20,000 90,000 40,000 44.4 
Depreciation 10,000 
6 60,000 20,000 80,000 40,000 50.0 
Depreciation 10,000 
7 50,000 20,000 70,000 35,000 50.0 
Depreciation 10,000 
8 40,000 20,000 60,000 25,000 41.7 
Depreciation 10,000 
9 30,000 20,000 50,000 15,000 30.0 
Depreciation 10,000 
10 20,000 20,000 40,000 10,000 25.0 
Depreciation 10,000 
ll 10,000 20,000 30,000 5,000 16.6 
Depreciation 10,000 
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accountant should have no difficulty in calculating this 
according to the experience of the particular business. 
Working capital has been taken as the value of two 
months’ sales. Requirements thus start at £3,300 in the 
first year of trading (year 2 for the project) and rise to 
£20,000 when output reaches 100 per cent. capacity in 
year 4. In this example sales and output have been taken 
as equal, but if this were not so the necessary adjustments 
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for stock fluctuations should also be incorporated in 
working capital requirements. 

Table 1 is the forecast of annual profits. The plant has 
a capacity of 480,000 lb. per annum, and though the 
product can sell at differential prices according to quality 
it is believed that the whole production from this plant 
can be sold at top price, 5s. a lb. This selling price is 
expected to be held throughout the ten-year life of the 


Table 2. Forecast of Cash Profits 
Project: Freeze-Drying Plant Serial No. A.17 
Gross Taxable Net Taxable Tax 
Year Profit Capital Allowances Profit (53.75 %) Cash Profit 
£ £ £ £ £ 
1 -= 30,000 30,000 Loss 16,100 16,100 
2 -- 13,500 13,500 Loss 7,250 7,250 
3 30,000 11,470 18,530 9,950 20,050 
4 50,000 9,750 40,250 21,600 28,400 
5 50,000 8,290 41,710 22,400 27,600 
6 50,000 7,050 42,950 23,100 26,900 
7 45,000 6,000 39,000 21,000 24,000 
8 35,000 5,100 29,900 16,100 18,900 
9 25,000 4,200 20,800 11,200 13,800 
10 20,000 3,570 16,430 8,800 11,200 
ll 15,000 3,030 11,970 6,400 8,600 
end of year 11 _ 18,040 18,040 Loss 9,700 9,700 
120,000 


Notes: 


Gross taxable profit is taken from Table 1, being profit per accounts before charging depreciation. 

Capital allowances are calculated at 30 per cent. in the first year (20 per cent. investment allowance and 10 per cent. initial allowance); 
thereafter annual allowances run at 15 per cent. per annum on the reducing balance. There is a balancing allowance of £18,040 when the 
plant is scrapped (or otherwise disposed of) at the end of the eleventh year. 

Tax on losses is treated as cash profit in the year the loss was incurred, on the assumption that tax on other profits of the company 
would be correspondingly reduced in those years. The delay between accrual of profits and payment of related taxes has been ignored. 


Table 3. Cash Flow Summary 


Year Fixed Assets Working Capital 
£ £ 
1 start 50,000 
1 during 50 ,000 3,300 
2 » 10,000 
6,700 
4 
S 
6 
7 
S 
11 end 20,000 
Notes: 


Project: Freeze-Drying Plant Serial No. A.17 
Net Cash Flow 
Cash Profit Out In 
£ £ £ 
50,000 
16,100 37,200 
7,250 2,750 
20,050 13,350 
28,400 28,400 
27,600 27,600 
26,900 26,900 
24,000 24,000 
18,900 18,900 
13,800 13,800 
11,200 11,200 
8,600 8,600 
9,700 29,700 


Working capital requirements have been estimated at two-twelfths of the sales for the year, as shown in Table 1. The whole of working 
capital is released at the end of the eleventh year, when the project terminates. 
Cash profit figures come direct from Table 2. 
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Table 4. Calculation of Present Value Index 
Project: Freeze- Drying Plant Serial No. A.17 
Net CasH Flow Out 
0% 5% 10% 15% 20% 
Year Actual Factor Present Factor Present Factor Present Factor Present 
Cash Value Value Value Value 

£ £ £ £ £ 
1 start 50,000 1.0 50,000 1.0 50,000 1.0 50,000 1.0 50,000 
during 37,200 .976 36,300 .954 35,500 .933 34,700 .914 34,000 
2 during 2,750 .930 2,560 .867 2,385 .812 2.235 -762 2,095 
Totals x 89,950 88,860 87,885 86,935 86,095 

Net CAsH FLow IN 
During Year 

1 .976 .954 .933 .914 — 

2 .930 .867 .812 -762 
3 13,350 .885 11,815 788 10,520 .706 9,425 .635 8,480 
4 28,400 .843 23,940 717 20,360 .614 17,440 .529 15,020 
5 27,600 .803 22,160 .651 17,970 .534 14,740 441 12,170 
6 26,900 -765 20,580 592 15,925 .464 12,480 .367 9,870 
+ 24,000 -728 17,470 538 12,910 .403 9,670 306 7,345 
8 18,900 .694 13,120 489 9,240 351 6,635 255 4,820 
9 13,800 .661 9,120 445 6,140 .305 4,210 213 2,940 
10 11,200 .629 7,045 405 4,535 .265 2,970 .177 1,980 
11 8,600 .599 5,150 368 3,165 .231 1,985 .148 1,270 
11 end 29,700 .557 16,540 350 10,395 .215 6,385 135 4,010 
Totals y 202,450 146,940 111,160 85,940 67,905 

Ratios y/x 2.25 1.65 1.26 0.99 0.79 


Calculation by: T. Johnstone. 


plant, although direct costs will rise progressively in the 
last four years and profits will decline accordingly. Any 
further pressure of inflation or competition is expected 
to affect costs and realisations equally, so that the gross 
operating profit will be substantially unchanged. Table 1 
is useful not only as a starting point for the cash flow 
calculations, but also because it provides a statement of 
forecast profits in a form convenient for post-audit. 
Table 1(a) shows, as a matter of interest, the con- 
ventional “return on capital” year by year as it would be 
reflected in the financial accounts. This calculation can 
usually be dispensed with once management has become 


Table 5. 
PROJECT AI7 
» 
PRESENT VALUE INDEX 
INTERPOLATION GRAPH 
1475% 
5 
PRESENT VALUES | RATIO (y/x) ig 
0 i i i i 


Date: July 13, 1959. 


accustomed to the present value index, but it may be 
helpful during the period of transition. 

Table 2 is the forecast of cash profits. It follows 
directly from the gross taxable profit figures in Table 1, 
and is separated only to avoid an excessive concentration 
of figures in one form. The essence of Table 2 is the 
adjustment for annual taxation and, failing better 
information, the rates in force when the calculations are 
prepared at outset have been taken throughout.* If there 
should be later changes, they would affect all ventures 
equally and would not invalidate conclusions based upon 
the wrong tax figure. Some expositions of the actuarial 
assessment of profits ignore tax, but if the reader con- 
siders that the assessment depends upon discounting the 
future cash flow associated with the project (which 
comprises profits which are taxable and depreciation 
which is not) it is apparent that the tax must be com- 
puted. This is some extra trouble, but not so much as it 
might seem at first glance: the worst part normally is 
calculating the capital allowances. There is no need to 
prepare any elaborate schedules on the lines of those 
required for fiscal purposes. A few minutes with a 
calculating machine or a slide rule will provide the annual 
factors corresponding to a given annual rate of deprecia- 


* The perspicacious reader will notice that although the project 
was allegedly put up in 1959 (so that an operating report could be 
prepared in 1961) the tax rate used is applicable to 1961/62 (income 
tax 38.75 per cent. plus profits tax 15 per cent.). He must credit the 
accountant with remarkable prescience! 
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Table 6. Present Value of £1 accruing uniformly during year n 
Year sX% 10% 6% 20% 25% 30% 35% 40% 
n 
1 .976 .954 .933 914 .896 .880 .864 .849 
2 .930 .867 .812 -762 .717 .677 .640 .607 
3 .885 -788 -706 .635 .574 .520 433 
4 843 .717 .614 .529 459 -400 351 .309 
5 .803 .651 .534 441 .367 260 
6 -765 .592 .464 .367 .294 .237 193 .158 
7 .728 .538 .403 .306 .235 .182 143 
8 .694 -489 351 255 .188 .140 .081 
9 .661 .445 .305 .213 .150 .108 .078 .058 
10 .629 .405 .265 .177 .120 .083 .058 .041 
ll .599 .368 .231 .096 .064 .043 .029 
12 571 .334 .201 .077 .049 .032 021 
13 543 304 .174 .062 .038 .024 011 
14 518 .276 .152 .085 .049 .029 .017 .008 
15 .493 251 .132 .071 .039 .022 .013 .005 
16 469 .228 115 .059 .032 .017 .010 .004 
17 447 .208 .100 .049 025 .013 .007 .003 
18 426 .189 .087 .041 .020 .010 .005 .002 
19 .406 .172 .075 .034 .016 .008 .004 .001 
20 386 .156 .066 .029 .013 .006 .003 .001 
21 .368 .142 .057 .024 .010 .005 .002 
22 .350 .129 .050 .020 .008 .004 .002 — 
23 .334 117 .043 .017 .007 .003 001 
24 318 .107 .037 .014 .005 .002 


The formula is: Present Value P= 


tion on the written-down value. In this example, after the 
20 per cent. investment allowance and 10 per cent. initial 
allowance in the first year, depreciation has been cal- 
culated at 15 per cent. annually on the written-down 
value with a balancing allowance at the end of the 
eleventh year. The example assumes the context of a 
large and profitable business, so that when tax losses 
accrue on the new project they can be set against other 
taxable profits to give an immediate cash benefit in the 
year in which they arise. 

Table 3 is the cash flow summary, which assembles the 
annual cash movements for capital outlay and sub- 
sequent profits. It will be noted that there is a return of 
£20,000 at the end of the eleventh year, when the plant 
ceases operating and the working capital is released. Any 
residual value of the plant would be shown in the same 
way. 


Calculations 
A table of present value factors for £1 receivable at the 
end of any number of years up to 24 was given in the 
August issue (page 475). Strictly speaking, these factors 
are not quite appropriate for discounting cash flows 
(such as trading profits) which arise evenly during a year 
rather than in a single instalment at the year end. Those 
who wish to work more accurately will find in Table 6 a 
set of factors for cash flows accruing evenly throughout 
each year. 

The calculation sheet, Table 4, is prepared from the 
cash flow summary and the factors have been taken from 


1 [ 1 
log e (1+i) L(1+i)2 


the appropriate present value table. Slide rule accuracy 
to three or four significant figures (which can be read 
quite easily on a cylindrical Otis King calculator) is 
sufficient for the extensions. The columns for discounted 
cash flows outwards and inwards, corresponding to each 
rate of interest, must then be totalled. The object is to 
find the case when discounted outflow and inflow are 
equal. 

If evaluation exercises arise at all frequently it will be 
convenient to prepare blank calculation sheets on which 
the factors have been pre-printed; all that has to be done 
then is to enter the cash flow figures, extend them into 
the appropriate interest columns and total the columns. 
This pre-printing saves time, which is often at a premium 
when a significant element in the cash flow forecast has 
been revised at the eleventh hour, and also eliminates one 
stage of potential error. 


Interpolation 

It will be a rare coincidence when one of the arbitrarily- 
chosen interest rates used in the calculation sheet happens 
to be the exact present value index which discounts cash 
flows out and in to the same present value. It will norm- 
ally be necessary to find the exact figure by interpolation, 
and this can conveniently be done graphically. The 
method is to take from the calculation sheet the ratio 
(y/x) of the two totals in each column and to plot these 
points against the relevant rates of interest as shown in 
the graph (Table 5). If the accountant is bashful about 
his ability to connect the points with a reasonably likely 
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Better Forecasting 

Competent forecasting is fundamental to every method 
of appraising the profitability of projected capital 
expenditure. Its significance goes much wider, for the 
techniques and practices which lie behind the profitability 
forecast for an isolated project will apply equally to the 
operating control of the company as a whole. They are 
hardly likely to be effective for one purpose if they are 
unsatisfactory for the other. 

Forecasting can be the weakest link in the chain of the 
accountant’s contributions to good management. He may 
be inclined to think it unfair that he should carry 
responsibility for the inability of sales or production 
people to foretell the future with reasonable accuracy, 
but he is in the ideal position to assemble, co-ordinate 
and appraise their individual forecasts. It is up to him to 
distinguish hopes, which may or may not be inspired, 
from conclusions based upon a logical examination of 
the best information available. He must feed back 
analysed results to sales and production managers and 
cajole them into using this information to improve each 
subsequent forecast they produce. He must also develop 
the ability to appraise unexpected changes quickly, so 
that he can advise higher management when prompt 
remedial action is necessary. 

All too often there is a defeatist attitude, which can 
vitiate the exercise from the beginning. If this exists at 
the highest level of management the accountant will have 
a particularly hard task to counteract it, and there will 
be a natural temptation to leave things alone rather than 
risk incurring opprobrium for the mistakes which must 
be expected when more ambitious work is first attempted. 
Scientific forecasting cannot be introduced into a 
business overnight. Even if records of past transactions 
exist in sufficient detail for well-planned estimates to be 
based upon them, it will inevitably take several dummy 
runs to discover all the significant factors which influence 
results. Persistence is essential. It may well be that only 
after preparing analysed forecasts for three or four years 
will they begin to show greater accuracy than was 
previously available from the apparently intuitive guess 
of a senior executive. Ability will grow with experience, 
and only by consistently using an intelligent and reason- 
ably detailed approach will chronic mistakes be brought 
to light and traced to their specific sources. In this way 
it will become possible to distinguish avoidable dis- 
crepancies. There can be a strong temptation to make 
overall estimates, trusting to the law of averages to 
cancel out some of the wrong assumptions, and to argue 
that the remaining error is attributable to one particular 
non-controllable factor. This is a lazy approach and an 
unprofitable one; it certainly does not lead to improved 
forecasting. 

The accountant who seeks to improve the standard of 
forecasting in his company should consider the following 
points: 

(1) Who prepares each forecast? \s he competent for the job 

and is he able to give the task sufficient attention? If the 

sales forecast, for example, emanates from a desk-bound 
clerk armed only with an analysis of the sales ledger, he is 


hardly likely to be able to see the causes of the trends 
revealed by his figures, still less to extrapolate them 
intelligently. 

Each forecast should be prepared by a person with 

intimate knowledge of the activity in question, and ideally 
with direct responsibility for seeing that it is done. When it 
is more convenient to delegate the work to specialists, each 
forecast must still be agreed by the man who will be held 
responsible for achieving it. 
(2) Are forecasts prepared in intelligent detail? A sense of 
proportion must be preserved, but every significant element 
in a forecast should be treated separately in so far as it may 
be influenced by different conditions. Thus, for example, 
sales of a particular product might be compounded of one 
part which varied with the sales of a particular make of 
motor car and another which varied with the number of 
cars of all makes on the road. This is a very simple example, 
but it will often be found that other markets can be similarly 
analysed, and in some cases the requisite breakdown may 
be quite involved. It is senseless to try to project sales 
without studying who are the ultimate buyers and con- 
sidering what factors are likely to affect their future 
demands. In the same way export markets must be con- 
sidered individually; here it is fairly easy to take account of 
pre-announced changes in export regulations and tariffs 
(as in the Common Market), as their influence upon sales 
can be anticipated with some assurance. When an un- 
expected change occurs in the conditions of export to a 
particular country the effect can immediately be segregated 
from the effect of other factors (such as shipping delays) 
which it may be more easy to circumvent. This kind of 
information can guide management to useful counter- 
measures. Among other things, it will show when it may 
be profitable to establish overseas depots or factories. 

Emphasis has been given to sales problems, but similar 
principles apply to production matters, especially costs. 
Increases which are out of line with the general trend of 
inflation in similar and competing businesses may be 
expected to have the most marked effect upon trading 
results. By pin-pointing variations soon after they occur, 
management may well be able to correct a deteriorating 
situation before much harm is done. Even better, by the 
same token, the unexpected gain can be exploited and 
consolidated. 

(3) Does the management (through the accountant) consider 
the psychology of those who prepare forecasts? When actual 
results depart widely from the predetermined target, is 
blame automatically laid upon the sales or production 
manager for failing to achieve his quota, or is the original 
forecast reviewed with equal care? Individual managers will 
have differing tendencies to weight the forecasts they give, 
not always in the same direction. Salesmen are notoriously 
optimistic, but a sales manager, if he finds his forecast 
readily accepted, may tend to underestimate in order to gain 
credit for beating his target. But where it is known that 
year-end inquests will probe forecasts which are too high, 
as well as those which are too low, a more subtle variation 
is possible. The annual forecast, broken down into three- 
monthly periods, may be weighted downwards for the 
earlier quarters, with an opposite correction in the final 
quarter. The effect of this in a company producing quarterly 
operating results would be to show that department ahead 
of its target in the cumulative figures throughout the year 
until the year-end, when it would appear correct. This kind 
of personal adjustment is not only dishonest; it hinders 
both the accountant and those departmental managers 
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whose operating plans are geared to the incorrect forecasts. 
The accountant is well placed to detect and correct these 
personal tendencies to “improve’’ the records. 
(4) Are compensating errors allowed to go unchallenged? The 
forecaster who has under-shot in one respect and over-shot 
in another should realise that he has two mistakes to 
answer for which might, on another occasion, both go in 
the wrong direction. He should be required to substantiate 
each significant element of his forecast so that afterwards 
he (and anyone else who may be called upon to do his job) 
will be able to apply the lessons from past errors to improve 
the accuracy of other forecasts in later years. 
(5) Are forecasts genuinely agreed by those who are expected 
to conform to them? The manager responsible for achieving 
results which are to be compared with a forecast should be 
allowed to state quite clearly and freely what he thinks 
those results will be. He may, and should, very properly 
be required to break down his estimate into its significant 
components, and any items which appear unrealistic in the 
light of other evidence should be queried. Sometimes a 
manager may be obstinate and refuse to vary a forecast 
which the accountant considers ill-justified. The accountant 
may argue his reasons, but ultimately it is he who must give 
way, for forecasts, like operating budgets, must not be 
imposed arbitrarily. Subsequent operating results will show 
who was right, and if the forecaster’s ideas are not vindi- 
cated he will have to answer for them to his superiors. Once 
again, each yearly exercise should bring progressive 
improvement. 

(6) What is the permissible margin of error? Contributors of 

component forecasts may not see as clearly as the account- 

ant the significant effect of each part upon the whole. The 
accountant may save many of them much labour and worry 
by indicating the degree of approximation that will be 
acceptable in each case. In the same way he will be able to 
help those top management decisions which are based on 
forecasts by stating the apparent order of accuracy of the 
combined result, and particularly by showing all important 
assumptions lying behind the forecasts and upon which the 

Board may later take a different view when important 

issues are at stake. 

Anyone who has had experience of setting budgets for 
a standard costing system will know that forecasting 
problems, which are so often at the outset alleged to be 
insuperable, can usually be overcome without great 
trouble. It is half the battle to go to the right source for 
information, to persuade those who give it of the sense 
and purpose of what they are required to do, and to 
reassure them that the statements they make will not be 
used unjustly against them when results vary for reasons 
outside their control. 

It should go without saying that forecasts projected 
for several years ahead must necessarily be subject to a 
greater margin of error than those set up for only one or 
two years ahead. The general practice is to revise long- 
term forecasts yearly, or as they fall into the short term. 
Any changing factors discovered in this way can be fed 
back into the new long-term forecast as a correction. 
When long-term forecasts (especially of profitability) are 
used to guide decisions such as whether or not to go 
ahead with a capital expenditure project, the use of the 
actuarial technique in evaluating future profit figures 
embodies a discounting element which allows for an 
ever-widening margin of error in the profits of later years. 
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Valedictory 
None of the measures advocated in this series of articles 
are difficult to understand or to carry out, nor are any 
of them remarkably new. The only device which might be 
regarded as an innovation is the actuarial technique for 
evaluating future profits; and writings on this can be 
traced back to 1930, if not earlier. The bibliography 
which follows is only a selection of the many relevant 
publications which have appeared, chiefly in the U.S.A., 
since the war. 

Why then do so many companies do less than they 
might in the way of applying sensible controls of capital 
expenditure? Much of the blame must lie with the 
accountant, who should occupy the role of pioneer. The 
idea that the accountant’s useful services to industry can 
extend beyond the bare limits of complying with the law 
and safeguarding the cash has only begun to develop in 
recent years. It is up to him first to satisfy himself how 
far and how effectively he can contribute to effective 
management, and then to sell these ideas to his Board. 
This is a worthy challenge; let there be no shortage of 
champions! 
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Accountant at Large 


Examination Season 


THE PAGES IN the August issue of 
ACCOUNTANCY in which the half 
year’s examination results of the 
Institute were chronicled were 
scanned, no doubt, only by those 
readers with a personal interest, 
direct or vicarious, in the names it 
might contain. That does not make 
them any less some of the most im- 
portant of the year’s pages; the well- 
being of any profession depends at 
least as much on the examination 
performance of its youth as on any 
other single factor, and as winter 
descends on us again, and another 
serious round of study commences, 
even the least directly committed of 
us must wish the neophytes well. 

But as we look back at our own 
examination years, we elderly people 
(from thirty or so upwards) who will 
never again experience the suspense- 
ful moment before the papers are 
handed out, what a mixture our 
collective memory produces! The 
long succession of exams at school, 
the term exams with the term’s 
report hanging on them, the first 
crisis of Ordinary level (only for most 
of us it was school leaving or matric. : 
eheu, fugaces!), the more dignified 
atmosphere of the sixth form and 
perhaps later of university, the 
routine, different again, of adult 
education, all of it punctuated always 
by those climacteric periods when 
the chips were down, the papers were 
distributed and we were alone with 
our examiners. We regret those more 
or less distant days only as we regret 
our past youth, in a pleasant wistful- 
ness that has no sort of basis in 
reality. As to our youth, we may 
pretend that we'd like it over again; 
as to examinations, few of us would 
even go through the motion of pre- 
tending. 

This is true of nearly all of us, 
including even those of us who rather 
enjoyed exams. We kept our enjoy- 
ment to ourselves, of course, were 
even perhaps a little ashamed of it, 
for what can be more dreadful in 
English youth than the accusation of 


“swot’’? In subjects we were allergic 
to our enjoyment was anyhow 
minimal; but where the matter had 
been congenial (and the subject has 
not yet been devised that can pro- 
duce enthusiasm in no one at all), 
then, although we had every reason 
to fear that the examiner would 
stump us, yet there was a pleasurable 
element in our suspense. And what 
richness there could be in the rapid 
glance through the questions when 
the realisation dawned that here was 
a paper we could do justice to, what 
corresponding despair in the paper 
that had no single question we really 
knew anything at all about! 

We all have our particular mem- 
ories: of the paper that we rather 
enjoyed, but in which we proved to 
have failed (should we ask for a re- 
scrutiny?—for failure here was surely 
impossible); of the exam for which 
our diary had let us down, and at 
which we arrived an hour late—that 
was Higher Certificate French trans- 
lation, completed easily on time 
(thank heaven, it wasn’t the French 
prose paper!); of the wonderful paper 
which began, ““Answer not fewer than 
two and not more than seven of the 
following questions’—that was a 
degree paper in Jurisprudence, there 
were twelve questions, and the first 
of them was “‘What is law?” We even 
have an occasional memory of our 
invigilators, silent for hour upon 
hour in the charged silence that 
descends on all examination rooms, 
and of the variety of the rooms them- 
selves: classrooms of all shapes and 
sizes and other rooms pressed into 
use for an alien purpose, some of 
them familiar, some of them strange, 
but all assuming the uniformity that 
a single function can give and for the 
hours of examination becoming tem- 
porarily but intensely our own. 

Did we then spend so much of our 
time being examined? Not really, but 
exams are matters of moment at the 
time, and do have their inescapable 
consequences; it is natural enough 
that they should have their firm place 


in our memory. And as we hear and 
read the discussion of the examina- 
tion system that has been rolling on 
for as long as any of us can remember, 
we are most of us probably rather to 
the right of the fight. “What better 
way is there of testing and measuring 
ability?” ask the friends of the system, 
and we on the sidelines murmur 
“What, indeed?” “But exams don’t 
measure ability,” roar its foes, “they 
measure memory and cramming,” 
and we keep silent, remembering the 
facility with which painfully acquired 
knowledge slipped for ever from our 
minds within hours of an exam. Then 
we hear someone protesting that a 
new, lower level, examination will 
ruin the ideal that inspired modern 
secondary schools, and we rebel: 
can any system of education be 
sound that has no tests, no targets? 
Do not examinations at least measure 
one of the most important of human 
qualities, the ability to do concentra- 
ted brain work to a set purpose over a 
period? What sort of young men or 
women are the end products of a 
system that has never set them a 
formal test? “Reactionary, reaction- 
ary,” cries the other side, and we 
clutch our Blimpish banners and 
glory in our shame. 

This is to have wandered quite a 
good way from last month’s examina- 
tion successes, for educational re- 
formers have not conspicuously 
reared their heads in the world of 
professional examinations, nor, in- 
deed, is that world governed by pre- 
cisely the same considerations as rule 
the schools. But there is enough 
similarity to make some comparisons 
valid, and in any case exams, like 
advertising, are something we all 
know something about, and on which 
we are ready to challenge the experts. 
Indeed, we are not moving at all 
outside the national character if we 
distrust the experts anyhow. 

But that is another matter. Let us 
come back to the calling in which 
we are ourselves experts, and with all 
our mixed memories and our com- 
fortable assurance that we don’t have 
to do it again, assure the current 
examinees that they are not wasting 
their time. Examination success alone 
does not ensure success thereafter, 
but in more ways than one it helps. 
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An address presented at the Summer Course of The Institute of 
Chartered Accountants in England and Wales at Gonville and 
Caius College, Cambridge, on September 15, 1961. 


Some Considerations in Relation to the 
Accounting Treatment of Stock-in-Trade 
and Work in Progress 


By H. W. Sydenham, F.Cc.A. 


Part I 
INTRODUCTION 


Generally 

It is perhaps surprising that in this year 
1961, over eighty years after the granting 
of our Royal Charter, it is still possible 
to find wide scope for discussion in 
relation to the determination of the 
most suitable figures for inclusion in 


annual accounts and balance sheets for . 


stock-in-trade and work in progress, 
although they are ingredients in most of 
the accounts we prepare or audit in the 
course of the daily pursuit of our pro- 
fession and they directly affect in large 
measure the import of the statements 
for which we take responsibility. 

This is not to say, however, that there 
has been no progress in the intervening 
time. It seems possible that the Kingston 
Cotton Mill case in 1896, which gave 
judicial approval to the notion that an 
auditor could usually rely on the 
certificate of trusted officials for stock 
figures, had a delaying effect on the full 
study of this subject. It is interesting to 
note in passing that in that case the 
decision of the High Court was adverse 
to the auditor, but was reversed on 
appeal—thus even at that time there was 
not complete unanimity on the extent of 
the auditor’s responsibility for stock. 
But professional practice has moved on 
since that time, and accountants and 
auditors have on the whole now come 
to accept a considerably larger degree 
of responsibility for stock figures than 
that of restricting themselves to reliance 
on a suitable certificate from a trusted 
official. The standards of care and skill 
of the profession have changed, and it 
might not be safe to assume that a new 
invocation of the law, which on this 
subject would be likely to reflect 
current practice, would produce the 
same results in 1961 as in 1896. 

However that may be, in recent times, 
and in particular since the Companies 


Act, 1948, brought a new legislative 
attitude towards the contents and pre- 
cision of accounts of limited companies, 
the vital part played by stock figures and 
consequently their importance to ac- 
countants and auditors has, I believe, 
become increasingly recognised. The 
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recommendations of the Council of the 
Institute in relation to stock-in-trade, 
first made in 1945, and more recently 
much revised and extended in November 
of last year, have played a large part in 
this progress, and their reception is 
symptomatic of the acute interest which 
is justifiably being taken in current 
thought on this subject. The succession 
of cases in the courts in relation to 
taxation matters affecting various special 
aspects of stock figures shows the 
extent of the parallel interest in this 
subject which is being taken by the 
Inland Revenue. 


The Institute’s recommendations 

The new recommendations issued by 
the Council of the Institutein November, 
1960, have clearly resulted from much 
work and consideration. For con- 
venience of reference they have been 
reproduced in full in Appendix 1.* They 
break a good deal of new ground and 
revise some of the older propositions 
previously established. In some respects 
they make complete and precise recom- 
mendations of a new character—I refer 
especially to the questions of disclosure 
and descriptions in balance sheets—but 
in many other directions they recognise 
the wide scope for variations which can 
arise in practice. Inevitably therefore 
they leave to management and to the 
individual practitioner the exercise of 
the judgment which is necessary to 
decide the actual course to be taken in 
the circumstances of particular cases. 
That this is both wise and necessary is 
unassailable; but the practitioner him- 
self needs his own definite lines of 
thought to provide his individual means 
of solving in practice problems which 
often will be far from easy. No doubt 
most of us have our own views and 
preferences which provide a background 
for the exploration of matters of this 
kind as they arise, but the new and 
clearer insights into old problems which 
have resulted from the progressive 
interest which has developed in stock 
questions in recent years may justify 
some re-examination of established 
ideas, and may sometimes show a case 
for their modification or revision. 


Approach 

I do not intend in this paper to make any 
attempt to deal comprehensively with 
all the very many aspects of the deter- 
mination of the amounts to be attri- 
buted to stock-in-trade and work in 
progress in annual accounts. I propose 


* These recommendations were published in full 
in ACCOUNTANCY for November, 1960 (pages 633-8). 
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to confine my enquiries to a limited 
number of issues which can be dealt 
with in more than one way, and in 
relation to which topical interest arises 
from either the recent recommendations, 
or the Duple case,* or both. 

I intend to trace my explorations 
from first principles, and if my reason- 
ing at some stages seems over simple to 
an expert body of readers, my excuse 
must be that where in the end two con- 
clusions are possible, I must start from 
the beginning so that others who may 
have different views may discover the 
points where divergence begins. 

Probably the most far reaching and 
challenging subject on which I shall 
touch is that of the inclusion or exclu- 
sion of oncost in respect of manufac- 
tured stocks, finished and unfinished. I 
have thought this to deserve a separate 
part of this paper. It will, however, fit 
essentially into the main stream of my 
analysis, and draw something from all 
that precedes it. 

This paper is not intended to deal 
primarily with taxation aspects of the 
subject; my main objective will be to 
attempt by logical reasoning and by 
individual judgment to distinguish 
between alternative methods. I do, 
however, propose to make some refer- 
ence to tax considerations in particular 
respects, for there are notable differ- 
ences between the latitude permissible 
in arriving at a business view of these 
matters and the limits which must be 
observed for taxation. Taxation is 
wholly the creature of the statutes, 
which, illuminated by the cases, fix 
somewhat inflexibly the rules of law 
which must be applied in relation to this 
aspect of the matter, and leave less 
room for independent study of this 
sometimes difficult subject than is 
available when it is considered from 
more general accounting viewpoints. 

The point of departure from which I 
propose to begin is a study of the simple 
case of a trading concern and an 
examination of the stages of its course of 
trading, the point at which stock needs 
to be taken into account, and its 
relationship to the ingredients which go 
to make up completed transactions. 
From this I hope to show the nature of 
some of the alternatives which face the 
accountant at various stages in the 


process. 

I should add here that my own 
preferences will appear as the explora- 
tion progresses, and I recognise that they 
may not always be unchallengeable. I 
am of course expressing my personal 


* Ostime v. Duple Motor Bodies Ltd. (H.L.) 40 
AT.C. 


views, and the reader will see that I 
sometimes find myself in some disagree- 
ment with parts of the Council’s 
Recommendation 22. 


Part I 
THE TIME FACTOR 


Stages in the earning of a trading profit 
The stock of today is gone tomorrow; 
the stocks represented by the figures in 
a balance sheet will normally consist 
wholly or almost wholly of different 
goods from those represented by the 
entry in the previous balance sheet. The 
amounts attributed to the stocks at any 
year-end are therefore essentially of 
purely temporary significance; they 
bridge the trading from one year to the 
next. Consequently a study of the time 
when a trading profit arises is a leading 
factor in examining the principles upon 
which the amounts to be attributed to 
stock should be determined. 

I suggest that the course of trading 
operations of an undertaking, whether 
its activities include manufacturing or 
other productive work or not, may be 
divided into clearly distinct and recog- 
nisable stages. 

It may be said that trade consists of 
acquiring the ownership of objects and 
selling them in an organised manner, 
with a view to profit. The stages into 
which the direct operations involved 
naturally fall are as follows: 

(a) Acquiring the objects which are to be 

sold (and this may include manufac- 

turing). 

(b) — the objects in possession until 


req . 
(c) Selling and delivering them. 
(d) Receiving payment for them. 


Each of these stages is a necessary 
step in the earning of profit, and from 
the beginning of the first stage progress 
towards the achievement of the final 
profit objective has begun. It is clear 
that some part of the process of earning 
the profit is inherent even in the first and 
second stages. This is especially so 
where the first stage involves manu- 
facturing, or otherwise converting goods 
purchased from suppliers; but the 
simple process of purchasing goods is 
itself a necessary step in earning profit, 
and indeed, in many undertakings 
where conversion is not involved, the 
skill of persons engaged in the under- 
taking in selecting and acquiring goods 
of the right kind at the right time, and 
their judgment in holding goods or 
disposing of them according to market 
conditions, can make very large con- 
tributions towards the ultimate profit 
or loss of an enterprise. 
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On the other hand, it is to be observed 
that in most cases no part of the profit 
on trading is normally available to the 
undertaking until all the four stages 
have been completed, for the profit is 
ultimately represented by monev, and 
that money is not ordinarily received 
until after the first three stages have 
been completed. Moreover, until then 
there is in many cases no certainty of an 
ultimate profit, for without a sale and 
receipt of an adequate price there will 
be none. 

Once the third stage has been com- 
pleted it is usually possible for the 
ultimate profit to be ascertained, and it 
is of course the normal accounting 
practice for the complete profit to be 
brought into account at that point. It 
has to be borne in mind, however, that 
the work involved in the fourth stage, 
the collecting and dealing with the pay- 
ment for goods sold, in fact involves 
work and expense, and it also involves 
some element of risk; and the profit 
remains unrealised and unusable until 
the fourth stage has been completed. 
There could therefore be some support 
for an argument that even at the end of 
the third stage there is something to be 
said for deferring bringing the profit 
into account still further. 

Thus it is not strictly possible to say 
that the profit arises at the end of any 
one stage; it is more correct to say that 
all stages contribute in some part 
towards the ultimate profit but that the 
contributions of each part are not 
capable of exact measurement. The 
profit is not fully earned until all the 
stages have been completed. 

Notionally at least, the system of 
bringing in the profit and bringing it in 
in one sum is not wholly and perfectly 
logical, but clearly there is a compelling 
business efficacy in it, and few indeed 
would be found in normal cases who 
would be willing to change it. It is a 
point upon which instinctive common 
sense seems to negative any con- 
templation of change. 


The cycle of operations, and accounting 
dates 
The analysis set out in the preceding 


paragraphs has been made with the 


object of simplifying as much as possible 
examination of the part which the 
adjustment of stocks plays in the ascer- 
tainment of the profit or loss of a 
business in a given period, for what is 
true in relation to one single cycle of 
operations will almost always be 
equally true in relation to many, and by 
the study of various separate possibilities 
in relation to a single cycle the con- 
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ACCOUNTANCY 


sequences of each can be more readily 
followed. 

If the accounts of a business could be 
prepared as a single document com- 
mencing with the first transaction in the 
business when it was set up, and ending 
on the date of the completion of the last 
transaction when the business ceased, 
the results reached would be definite 
and certain, and it seems unlikely that 
any of us would arrive at results differing 
one from another. Such accounts are in 
some cases in practice possible, as, for 
example, in some terminable joint 
ventures, in voyage accounts, and no 
doubt in a number of other special 
cases. But on the whole such accounts 
are seldom possible, because usually 
businesses run for numbers of years, and 
accounts have to be prepared from year 
to year and period to period, while the 
business continues without any natural 
pause and while many matters are in- 
complete at annual accounting dates. 
No doubt the division of the trading 
accounts of a business into separate 
years or other periods brings up other 
questions of allocating items to one 
period or another, but in most cases by 
far the largest part of all such con- 
siderations centres around the deter- 
mination of the best figures to be 
adopted in respect of stocks. Clearly, all 
the questions of principle which arise in 
relation to the amounts to be attributed 
to stock are, in effect, also inseparably 
questions of determining the period 
into which particular profits and losses 
ought to fall. 

It is, I think, material here to notice 
the great difference in importance 
between the effect of principles selected 
and applied as basic general rules for 
the ascertainment of stock figures from 
year to year, and those adopted for 
dealing with contingencies which may 
or may not arise as the annual stock- 
takings come round. General rules 
adopted and applied for the ascertain- 
ment of cost, as, for example, the 
obvious and topical one of whether any, 
and if so what, oncost shall be included, 
will affect the general level of stock 
figures throughout the years of trading 
unless some special circumstances create 
an occasion for change; on the other 
hand rules adopted for dealing with such 
matters as falls in prices in the market, 
obsolescence, and the like have a purely 
temporary effect in relation to individual 
events and normally are no more than a 
question of whether particular profits 
and losses fall into one year or the next. 

In the normal way, when an account- 
ing date arrives, the allocation of profits 
and losses between the two periods 


which it separates is largely automatic 
and arises basically from the routine 
recording of transactions as they occur. 
Sales which have already taken place 
will have been invoiced and debited to 
customers and the goods will no longer 
be included in stocks, so that the 
corresponding profits or losses will 
have been brought in; and all goods 
which have not reached that stage will 
need to be included in stocks. No 
doubt it has always been inevitable that 
profit shall ordinarily be brought into 
account from the stage when invoicing 
takes place and the necessity arises for 
debiting to the customer the charge for 
the selling price (which includes the 
profit). To some extent practice deals 
with the remaining possibilities of 
diminution in the benefit of the sale 
from subsequent causes, for example, 
by the system of making provisions for 
bad and doubtful debts, claims, etc. It 
is, however, exceptional in ordinary 
cases for any provision to be made for 
costs of collection of outstanding 
balances, except possibly in relation to 
debts recoverable over unusually long 
periods. 

The exact moment when goods cease 
to form part of stock-in-trade and 
become the subject of the trader’s right 
to receive payment of the selling price is 
a point which can sometimes present its 
own problems, and can be the subject of 
a separate and interesting study. I shall, 
however, do no more than acknowledge 
the existence of this question, as it is, I 
think, outside the present discussion. 


Departures from the cost basis 

It follows from the general principle 
that no profit is brought into account 
until goods are sold, that the generally 
accepted basis for stating stocks on 
hand in annual accounts must be cost, 
and this simple statement of cause and 
effect needs no further notice, but it is 
now necessary to come to the exceptions. 


Increases 

It is possible to deal very briefly with 
the limited class of cases where stocks 
are brought in above cost and thus 
provide the exception to the general 
rule by bringing in some profit element 
before a sale or a contract has been 
completed. It can be seen from what 
has already been said that there is no 
overriding illogicality about this; it is 
really a question of degree and of 
management policy. However, there are 
usually strong practical objections to it 
in the difficulties of assessing con- 
vincing figures, the impossibility of 
using the accruing profit potential until 
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it has been realised, and the need for 
maintenance of future revenue to meet 
future expenditure (which will be 
demonstrated more fully in the sub- 
sequent part of this paper which dis- 
cusses oncost). The case where this 
course is most often found is that of 
long-term manufacturing or erection 
contracts, where substantial payments 
on account have been received during 
progress, sometimes but not always in 
excess of total expenditure to date, and 
where the confident expectation of an 
ultimate profit has become justified in 
the light of the progress made. There 
can, however, be other special cases; as 
an extreme example, I imagine that it 
would be particularly unrealistic for a 
gold mine to show a stock of gold at 
cost. 

In such cases, however, the appro- 
priate treatment is a matter of manage- 
ment discretion and is not obligatory, 
except to the extent that the adoption 
of the practice in the past may make its 
continuance desirable in the future 
because of the importance of consistency 
in these matters. 


Reasons for and methods of providing for 
decreases 

In the cases where reductions from cost 
arise, the need for adjustment is usually 
much more compelling, although there 
remains substantial room for argument 
as to when the exact point is reached at 
which a reduction ought to be made. 

Some of the main cases where 
reductions must be considered arise 
under the following headings: 

(a) Reduction in buying or replacement 

price. 

(6) Reduction in selling market prices. 

(c) Deterioration or damage or other 

faults in materials and goods. 

(d) Redundancy and obsolescence of 

materials and goods. 

(e) The failure of markets resulting from 

unsuitability. 

There are several ways of measuring 
the reductions which ought to be made 
from cost, and it is probable that each 
of these can prove the most suitable in 
particular cases; but before referring to 
any of the cases or the methods, I think 
that some general consideration will be 
useful. It is first necessary to recognise 
that these cases are almost entirely of 
the class of purely temporary circum- 
stances to which I have referred earlier, 
so that any particular treatment at an 
accounting date will usually influence 
only the year to that date and the 
following one, and any misjudgment 
will quickly be corrected in the following 
year. Although therefore it is always 


G 
| 
; 
< 
3 
CA 
x 
ade 
+ 
hy 


550 


desirable to arrive at the best course, 
for the figures involved can reach 
important proportions, yet in the 
general run of cases differences in 
methods adopted will be of both 
limited and temporary effect. 

Since time immemorial it has been 
almost universal custom to bring stock 
into accounts “‘at cost or market value, 
whichever is the lower,” and _ this 
formula has found judicial acceptance 
on various occasions in income tax 
cases, and I do not know that any other 
formula has yet received judicial con- 
sideration. The active recognition of the 
obscurities involved in the expression 
“‘market value” is of quite recent origin, 
and its implied division into two 
branches as “replacement price’? and 
“net realisable value” indicates the 
general nature of the obscurity which 
has long existed. There is a clear dis- 
tinction between these two branches, 
and it is one which necessarily involves 
a selection which it seems to me cannot 
be achieved by logic alone. 

This question can be explored from 
two aspects: that of the allocation of 
profits and losses to successive years, 
and that of the proper amount at which 
the stock should be stated in a balance 
sheet. 


Periods to which profits and losses relate 
With regard to the first aspect, a basic 
question which seems to me to arise is 
whether the disadvantage of the reduc- 
tion in the stock is to be borne in the 
period in which the goods were acquired 
or a change in relation to them took 
place, or alternatively in the period in 
which they are used or sold. This needs 
some examination. It is clear that the 
question of immediate realisability of 
goods held by a going concern cannot 
be the test, for this would often require 
the writing down of many raw materials 
on hand and the virtual extinction of the 
value of work in progress, which would 
not often be realisable at anything more 
than scrap value. It appears to me that 
the reasonable way of looking at this 
question is to regard each year as though 
it were a separate adventure. If this 
principle is adopted it still remains 
necessary to establish the basis upon 
which each year deals with the next, and 
clearly more than one set of coherent 
principles could be laid down. To me it 
seems, however, that the soundest 


principle to adopt is to regard the 
earlier year as having an obligation to 
protect the following year from all 
disadvantages arising from the course 
of events in the earlier year, and to 
regard the following year as entitled to 


a clean start, unprejudiced by dis- 
advantages from the previous year, or 
at any rate adequately compensated for 
them. There are reciprocal advantages 
between the earlier and the subsequent 
year in the transferring of stocks 
from one year to the next, after they 
have been shorn of any exceptional 
disadvantages of kinds such as those 
listed above; the earlier year is relieved 
of its stocks without further loss and 
the subsequent year receives the ad- 
vantages of stocks which enable it to 
continue the trading without interrup- 
tion. If this principle is accepted, the 
subsequent year must not be charged 
with stocks at a higher price than that 
at which they could have been acquired 
in the open market, for this would 
penalise the subsequent year for the 
benefit of its predecessor; the previous 
year would be gaining something which 
could only be realised by taking 
advantage of all the work and expenses 
necessary if the business is to continue 
to trade in the subsequent year. 

There is a possible argument against 
this line of reasoning: if the stock has 
been acquired in the earlier year for the 
benefit of the following year, and it 
depreciates, it is the following year 
which should bear the depreciation. 
Generally speaking, stocks are main- 
tained at a level suitable for the circum- 
stances of the business and it can 
reasonably be taken that stocks on hand 
at the end of any particular year have 
in the main been acquired for the benefit 
of the future. It is, however, more in 
accordance with sound accounting 
practice for such disadvantages to be 
dealt with at the earliest possible stage, 
and for it to be recognised that each 
year receives the benefit of preparations 
for the future from the past. In its turn 
it makes similar preparations for the 
following year itself, and bears the risk 
and the brunt involved in so doing. It 
is true that this can fall hardly on a first 
year of trading, but a little thought will 
show that either the first or the last year 
must take a risk of suffering in this 
respect, and putting off to the end of the 
history of an undertaking the ultimate 
effect of such risks is unattractive. 


Determination of the amount of decreases 
The alternatives described in the last 
two preceding paragraphs can fairly 
conveniently be associated with the 
alternatives of the new formula evolving 
“replacement price” or “net realisable 
value” as substitutes for cost where 
appropriate. These phrases would tend 
towards corresponding with what was 
commonly spoken of as “buying market 
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value” or “selling market value”’ under 
the old formula, although clearly they 
are not wholly the same. In the general- 
ity of cases the main practical difference 
between “replacement price”? and “‘net 
realisable value’”’ is that the use of 
“replacement price’’ involves making a 
reduction in stock figures as soon as 
there is any reduction in the price at 
which similar stock can be acquired, 
whereas “net realisable value’’ defers 
the need for any reduction until the 
stock can no longer be sold at a profit. 
Thus, broadly speaking, if my first 
principle is adopted and the earlier 
year is required to pass stocks to the 
subsequent year free from the dis- 
advantages of falls in buying prices 
which have taken place between the 
date of purchase and the end of the 
year, “replacement price” would be the 
standard to be used. If the second 
principle is adopted “net realisable 
value” is to be used. The Council’s 
recommendation of 1960 supports 
primarily this second principle, but also 
supports in certain circumstances the 
first principle, that is to say, “replace- 
ment price.”’ The earlier recommenda- 
tion of 1945 supported only the “net 
realisable value” principle, in which I 
personally find it difficult to concur. For 
the reasons I have explained, it seems to 
me better to provide for all disadvan- 
tages which have already arisen in the 
first year. I think that because the 
amount realised for stock in a following 
year depends upon the use of all the 
costly organisation of the business in 
that following year, what is actually 
realised is something more than the 
actual stock which was originally 
acquired. It is in effect the stock plus the 
services of the business which will be 
especially required in very many cases, 
as for example those which involve 
selling in much smaller units than those 
in which purchases took place. To 
some extent this turns on the precise 
interpretation of the expression “‘realis- 
able value” to which I will refer again, 
but it seems to me that the alternative 
“replacement price’’ provides the better 
basis. 


The balance sheet aspect 

Perhaps, however, the strongest factor 
of all in considering this question 
emerges from the second aspect from 
which it may be considered, that is, that 
of the balance sheet. Reductions of the 
kind under consideration are directly 
attributable to falls in prices in the open 
market, and from a balance sheet point 
of view it seems logical to account for 
the consequences immediately, if real- 
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ities are to be faced. Except in special 
cases, of which some mention follows 
later, it does not seem right to include 
goods which have been acquired and are 
on hand and unsold, at an amount in 
excess of that for which they could at 
the balance sheet date be acquired, for 
although a balance sheet is basically a 
document concerned with historical 
costs, yet so far as current assets and 
liabilities are concerned it is funda- 
mentally unrealistic not to take account 
of current values. 


Reductions from cost—particular cases 
I turn now to particular instances in the 
categories of reductions from cost 
which I listed earlier (see page 549). 


(a) Reduction in buying or replacement 
price 

In present times, when the habit of 
successive wages claims followed by 
compromised increases has more or less 
established a continuing process of 
moderate inflation, falls in buying 
prices of the supplies of an undertaking 
are of much less frequent occurrence 
than they once were; but prices do not 
always increase without some element 
of fluctuation, and some decreases do 
of course occur, so that questions of the 
treatment of stock where a decrease in 
market price has taken place still retain 
current significance. 

It is by no means in all such cases that 
there is a clear need for a reduction from 
cost in the amount to be brought into 
account, and the establishment of firm 
underlying objectives such as those I 
have developed in the preceding para- 
graphs will provide considerable assist- 
ance in resolving the questions which 
arise. If it is accepted that such adjust- 
ments are to be made as are necessary 
to provide that a new year suffers no 
detriment from the operations of its 
predecessor, then for example where 
goods have been purchased in the old 
year and have been covered by a 
contract for the sale of the goods, 
whether in their original condition or as 
ingredients in manufactured goods, and 
the sale is at a price determined in the 
ordinary course of business and based 
on the original cost of the goods, 
clearly in such a case a reduction in 
replacement price has no detrimental 
effect in the new year, and is an irrele- 
vant circumstance which need not be 
taken into account. It appears to me 
also that this principle can, with caution, 
be extended to cases where even without 
pre-existing contracts of sale the cir- 
cumstances of the reductions and of the 
particular business are such that there 


is no reasonable prospect of the reduc- 
tions causing a subsequent fall in 
selling price, as for example where 
reductions have been purely temporary 
and have quickly recovered, or where 
they relate to subsidiary materials used 
in manufacture, provided the amount of 
stock on hand is not excessive and a 
clear management decision not to 
reduce selling prices has been made. 
There can no doubt be other circum- 
stances in practice where similar con- 
siderations can be applied. The question 
becomes one requiring considerable 
judgment and must turn on the facts of 
each particular case. 

It is probably true to say, however, 
that in the majority of cases reductions 
in buying prices do, merely by reason 
of the pressure of competition, result 
more or less immediately in reductions 
in selling prices, so that the purchases 
in one year will usually cause a detri- 
ment to the following year so far as 
there are stocks on hand at the inter- 
vening accounting date which could be 
bought for less at the beginning of the 
following year. If the principle I have 
stated is adopted, in all such cases this 
detriment to the following year will be 
avoided in that year and will be borne 
in the earlier year by bringing in the 
stock at replacement price. 

The alternative to this course is to 
continue to bring in stock at cost until 
net realisable value is lower, that is, 
until the stock can only be realised in 
the following year at a loss, after pro- 
viding for all expenditure still to be 
incurred, and thereafter to deduct only 
the amount of the prospective loss. 
This method provides the earlier year 
with some relief from the detriment of 
falling replacement prices at the expense 
of the profit of the following year; it 
draws on the working of the following 
year for the benefit of the earlier year. 

The operation of these two alterna- 
tives can be examined very effectively 
by taking a drastic case where replace- 
ment prices have fallen and selling 
prices have followed them, to an extent 
equivalent to the usual rate of profit, 
and where there is on hand at the end of 
a year one whole year’s stock. To bring 
in the stock at replacement price would 
in such a case eliminate all profit in the 
first year; to bring it in at net realisable 
value would have the same effect in the 
following year. The question at large 
is which method is to be preferred. I 
personally prefer to deal with the 
situation in the accounts of the first 
year because the fundamental cause, the 
reduction in buying price, has occurred 
in that year, and it is sound practice to 
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face a detriment as soon as it occurs. It 
is difficult to think that any proprietor 
would be happy with accounts of his 
business which showed a satisfactory 
result but left unprovided for an 
inherent prejudice likely to prevent the 
following year showing any profit. 

The second alternative involves a 
strong tendency towards waiting, if 
possible, until there has been a sale, 
which of course crystallises the position; 
moreover there can always be a possi- 
bility of market falls being reversed in 
the meantime. Against this, however, it 
is significant to note that the time- 
honoured rule of “cost or market value”’ 
has not generally been considered to be 
confined to cases of actual loss; it dealt 
with reductions as they occurred. 

Before I leave this point I should, I 
think, mention that the Inland Revenue 
for taxation purposes appear to take the 
view that in strictness no deduction is 
allowable until prospective selling price 
has fallen below cost, and in this 
respect interpret the old term “market 
value”’ to mean “selling market value.” 
However, in the only tax case I have 
been able to discover in which this point 
has ever been considered in the courts, 
Brigg Neumann & Co. v. Commissioners 
of Inland Revenue, an excess profits 
duty case, reported at 12 T.C. 1191, the 
adoption of buying market price, one of 
a number of issues, went in favour of 
the taxpayer with apparently little, if 
any, argument. 

It may be that the last words have not 
yet been said on this point. It is, how- 
ever, a matter which could only very 
rarely justify a contest, for usually it is 
no more than a matter of whether tax 
should be paid in one year or the next. 


(b) Reduction in selling market prices 

A reduction in selling market prices 
unaccompanied by a simultaneous re- 
duction in cost will need to be taken into 
account as a reason for reducing stock 
figures below cost in only a limited 
number of instances. If costs remain 
unchanged, and a business is to con- 
tinue in the future on the same lines as 
in the past, then in order to continue it 
will still need in the future to acquire the 
goods in which it deals. It can make no 
difference whether the goods are ac- 
quired before or after any particular 
balance sheet date and there does not 
seem to be any reason for making a 
reduction in stocks below cost in these 
circumstances. It does not appear to me 
that the capacity of the following year 
to earn profits or otherwise is a matter 
to be taken into account from the point 
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of view of stock figures at the inter- 
vening date at all, provided that the 
following year is not charged with the 
stocks at any higher sum than that for 
which they could be acquired at the 
beginning of that year. 

I think this must be so because, 
although I have in preceding paragraphs 
put forward the proposition that the 
following year should not take in stocks 
from the previous year at sums above 
replacement price, so that it should 
suffer no detriment from taking them, 
yet the provisions made by the previous 
year for the benefit of the following 
year end there, and there seems no 
justifiable reason for extending them to 
providing for losses in the subsequent 
year arising from the circumstances of 
that year. The rate of turnover, the 
selling prices, the expenses, and the 
management circumstances of the fol- 
lowing year all belong exclusively to 
that year. If, taken together, they seem 
likely to result in a loss, it may some- 
times be management policy to operate 
at a loss for the sake of the future. All 
the endeavours of management, and the 
changing commercial opportunities, will 
be in operation through the year, and 
the profit or loss of the year will reflect 
their results. There is no logical case in 
all this for transferring stock from one 
year to the next at less than the potential 
cost of acquiring it in the following year 
if the business is continuing and the 
stock would be acquired in any event. 

These considerations are, however, 
subject to the overriding limit that it 
can only be in most exceptional circum- 
stances that stocks would be acquired 
with a definite intention of selling them 
below cost, so that apart from such 
exceptions, stocks should never be 
brought into account at an amount 
which exceeds the ultimate selling price, 
or, if they consist of partly manufactured 
goods, the due proportion of the selling 
price which the stage of manufacture 
reached represents. I would apply such 
a limit under the title of “‘net realisable 
value’”’ and would interpret this as 
meaning the net selling price after 
deducting all commissions, discounts, 
packing, freight and the like, less the 
direct cost of bringing the goods to the 
condition where they would be ready 
for sale. I find it difficult to think that 
“net realisable value’ should imply a 
deduction from selling price of any part 
of the expenses of the business to be 
incurred in the future except to the 
extent that the particular undertaking 
customarily includes oncost in the cost 
of partly manufactured stocks. My 
reason for this line of thought lies in the 


fact that the general overheads of the 
following year are too remote, but my 
reasoning in this respect will be seen 
more fully in the next part of this paper. 

In the revised recommendations of 
the Institute the expression “net realis- 
able value” is described as meaning in 
effect the selling price “after allowing 
for all expenditure to be incurred on or 
before disposal.” I find some uncer- 
tainty in my mind of the intention of 
these words as to the limits of the 
meaning of “all expenditure.” I am 
inclined to think that it is intended to 
include a proportion of the future 
running expenses, including selling ex- 
penses, as well as the direct expenses 
referred to above; and if so, it seems to 
me that there is room for further dis- 
cussion around this point in the future. 
Substance is added to these remarks by 
the views expressed by the Inland 
Revenue in the letter of the Chairman 
of the Board to the President of the 
Institute, which was published in the 
professional journals in May, 1961. That 
letter and a later one amplifying one 
aspect of it are reproduced in Appendix 


(c), (d) and (e) Other cases 

The two foregoing cases deal with 
stocks which, although subject to 
abnormal circumstances, may still be 
regarded as forming part of the main 
stream of the business of an undertaking. 
They have to be considered from the 
viewpoint of the basic profit-earning 
capacity of the undertaking, and their 
treatment has a fundamental effect on 
future results. Most of the other cases 
where special reductions arise can, I 
think, be regarded as those where for 
one reason or another stocks have 
become withdrawn from the main 
stream of the business. They are usually 
cases of deterioration or damage or 
other faults in materials and goods, and 
redundancy and obsolescence. There are 
occasional occurrences of failures in 
demand for saleable goods. Generally 
speaking, such stocks cease to be held 
with a view to profit, and management 
policy is then directed to disposing of 
them, and converting them into cash as 
quickly as possible, although sometimes 
they may be retained in the hope that 
they will be of future use. In these cir- 
cumstances there seems no need to do 
other than write the items down to a 
sensibly estimated sum which it can be 
anticipated that they will realise, subject 
to deductions of any prospective ex- 
penditure in preparing them for dis- 


* The letters were published in ACCOUNTANCY for 
May and June, 1961 (pages 311 and 384). 
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posal. One interesting observation which 
may be made about these items arises 
in connection with goods in respect of 
which there has been a very limited 
amount of deterioration or damage, 
where it can be expected that they can 
be sold at prices less than standard 
selling prices but nevertheless above 
cost. It does not seem to me that the 
test of net realisable value, which would 
give rise to no reduction at all from cost 
in such cases, would meet with much 
approval from business men. There is, I 
think, a compelling instinct to take 
notice of the deterioration, and a reduc- 
tion from cost proportionate to the 
prospective reduction in selling price 
seems to be more readily acceptable. 

A further special case arises where 
manufacturers find it desirable to carry 
stocks of spare parts of obsolete pro- 
ductions for long periods and where no 
reliable measure of future demand can 
be made. In such cases from time to 
time new batches of spare parts have to 
be manufactured and the provisions 
against what remains on hand some- 
times need to be severe. Inasmuch as 
such expenditure on manufacturing is 
sometimes completely speculative, there 
can be a case for dealing with the matter 
by deducting the proceeds of all sub- 
sequent sales from the original expendi- 
ture involved and, once the fuil expendi- 
ture has been covered, carrying forward 
the remainder at scrap value or little 
more. 

So far as concerns the measurement 
of the extent of the writing down 
required, it has to be recognised that 
these cases are nearly always essentially 
matters of judgment for the expert in 
the industry concerned, and the account- 
ant is commonly unable to do more than 
satisfy himself that proper principles are 
followed. 


Part Il 


THE INCLUSION OF ONCOST IN 
STOCK 


General Considerations 
I come now to the question of the 
inclusion or exclusion of an element of 
oncost in computing the cost of wholly 
and partly manufactured stocks. It is a 
subject of many aspects, and I have felt 
that it deserves a separate study in this 
paper. It is probably true to say that 
this is the field in which there is the 
widest divergence in practice, and the 
establishment of a universally accepted 
view still seems some distance from 
achievement. 

This question has of course substantial 
importance for taxation purposes. It is, 
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however, necessary to recognise that 
considerations affecting the taxation 
aspect of the matter differ substantially 
in important respects from general 
commercial considerations, and they 
will best be dealt with separately at a 
later stage. 

I propose to deal with this subject by 
exploring the arguments for and against 
the inclusion of oncost as a general 
principle, and do not contemplate 
attempting any specific examination of 
the merits of different methods of 
adding oncost, although it will be 
necessary to take some passing note of 
their existence. 

In the great majority of cases the 
effect of the differences between the two 
methods will be comparatively limited, 
so far as the profit of any normal year is 
concerned; but in balance sheets the 
difference can be considerably greater, 
and the absence of uniformity in this 
direction has in the past created a source 
of some obscurity which could not be 
resolved from inspection of balance 
sheets and accounts without separate 
enquiry. The need for the recent recom- 
mendation of the Institute that a balance 
sheet should contain a concise state- 
ment of the manner in which the 
amount of stock has been computed is 
therefore apparent, and if (as may be 
expected) it is generally adopted, it will 
result in a clear improvement in the 
information provided by the average 
balance sheet. 

Current opinion, I think, generally 
recognises that there are two views of 
this issue, each well respected and 
understood; and that the accountancy 
profession accepts either the direct cost 
method or the oncost method as proper 
for arriving at cost of manufactured 
stock and work in progress, in the 
absence of special circumstances. I 
imagine that in most cases, all would 
agree that this is so, and that members 
of the accountancy profession would 
not ordinarily feel called upon to 
qualify an auditors’ report on a balance 
sheet either because oncost had been 
included in stock figures, or because it 
had not. This of course excludes such 
special cases as could arise, for example, 
where oncost added was clearly ex- 
cessive, or where methods used at the 
beginning and end of a year were in- 
consistent one with the other. Notwith- 
standing this broad willingness to accept 
the views of others, I presume that each 
member of the profession must have his 
own preferences and convictions on this 
subject, and be prepared to make his 
own election of the method he would 
adopt when the choice falls to him. For 


my own part, it seems to me that the 
balance of reasoning is on the side of 
the direct cost method and this part of 
this paper therefore has a definite 
leaning in that direction. I recognise 
however that there is much to be said 
in support of the inclusion of oncost in 
the cost of manufactured stock and 
work in progress, and that the issue is 
not so clear cut that preference for one 
method precludes acquiescence in the 
other. 


Direct cost 

I have at an earlier stage analysed the 
reasons for including stocks on hand at 
a balance sheet date in the trading 
account and the balance sheet; and the 
step forward to so treating manu- 
facturing materials on hand, whether 
worked on or not, presents no difficulty. 
Further, where in the course of a 
manufacturing business workers have 
been paid to work on materials to 
change their character towards the 
achievement of the final product, the 
addition of the wages paid for that 
work is universally understood and 
agreed to be necessary. Also, other 
expenditures, usually described as direct 
expenses, but in any event clearly part 
of direct cost, are often incurred; 
examples of these are the power used in 
the actual work, and the cost of assist- 
ance in the actual manufacture carried 
out by other firms. There can be many 
other examples of these expenses in 
particular cases. 

All these expenditures—materials, 
wages, and direct expenses—are recog- 
nisable as those which have been 
directly incurred because particular 
things have been made, and which 
would not otherwise have been incurred. 
So far as stocks are concerned they are, 
clearly and inseparably, costs which are 
inherent in things which exist at the 
stocktaking date. The test is whether 
they are expenditures which would not 
have arisen if the particular things had 
not been made. If they are, they are 
direct costs. 

Even the ascertainment of direct 
expenses can bring its problems. Ques- 
tions of whether holiday pay, State 
insurances, and other pay adjuncts are 
a part of wages or an overhead; what 
part of drawing office work, special 
tooling, and the like is a direct cost and 
what an overhead, and other similar 
problems arise for solution in individual 
cases. These problems are, however, far 
more limited in extent, and usually far 
less substantial in the amounts involved, 
than those which can arise in relation 
to overheads. 
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Overheads 

To exist at all, every ordinary business 
may be expected to need a continuing 
establishment; and it usually possesses 
an organisation complete in every 
particular. The organisation no doubt 
changes both in extent and character, 
more or less continuously, throughout 
its existence. It is, however, basically of 
a more or less stable and permanent 
character, in the sense that it does not 
change rapidly and automatically with 
day-to-day fluctuations in the level of 
trading. 

The character and extent of the 
establishment and organisation depend 
upon levels fixed by the management, 
and changes are the result of deliberate 
decisions and actions, according with 
progressive planning. The enlargement 
or reduction of establishment and con- 
sequently of expenditure arises from 
decisions. These decisions can be 
influenced by current production levels, 
and no doubt often (but not always) are; 
but the expenditure is affected by the 
decisions, and not by the production. 

Thus all the running expenses of the 
organisation continue separately from 
production, whether there is production 
or not, and whatever its level, except to 
the extent that levels of production 
influence the minds and decisions of 
management. 

It follows, therefore, that there is a 
certain remoteness between all such 
expenditures and production; there is 
not the direct relationship of cause and 
effect which exists in the case of the 
consumption of materials and the 
application of labour and other direct 
expenditure to them on the one hand, 
and the resultant production on the 
other. The difference is more than one 
of degree; there is a definite and dis- 
cernible difference of kind. 

It is clear that unless all overhead 
expenditure continues at all times, 
albeit at varying levels determined by 
policy decisions, a business ceases to 
exist as an operative unit at all. 


The management of expenses and 


It is worth while examining this matter 
a little further by taking notice of the 
place which the management of ex- 
penses takes in the control of a business. 
In a well organised undertaking it is a 
frequent practice for the total expenses 
to be controlled by periodical budgets 
of a detailed and accurate character. 
Known and controlled variations take 
place as a period progresses, but the 
budgets are comparatively inelastic and 
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large variations occur only where there 
are major changes of a considered kind. 

It is true that there will also be 
budgets for sales and for production. 
The achievement of sales as each period 
progresses is, however, usually largely 
dependent on outside influences and is 
consequently far less certain than the 
continuation of organisation and ex- 
penses. Management therefore watches 
the progress of sales, and, if necessary, 
from time to time adjusts the level of 
production as far as possible to corres- 
pond. At the same time the comparison 
of gross profit with expenses must be 
watched. Falling sales result in reducing 
gross profit, but do not to any sub- 
stantial extent result in automatically 
reduced expenses. If sales fall or 
threaten to fall below a certain level and 
it becomes necessary for management to 
consider steps to alleviate the financial 
consequences, decisions may well be 
taken to reduce expenses. But it is a 
separate matter from production. It is 
not an automatic consequence of a fall 
in production, although it may be under- 
taken by reason of such a fall. 

In short, the management commits 
the undertaking to incurring the over- 
head expenses, and it is then its business 
to achieve sales and earn the gross 
profit which will cover the expenses and 

‘leave a net margin of profit. Funda- 
mentally, however the expenses are 
there whether production and sales are 
achieved or not. 


The manufacturing cycle 

There is a further and highly significant 
aspect of this question which has, I 
think, received less attention in the past 
than it has deserved, and may indeed 
have been largely overlooked. 

In every manufacturing business 
there is of necessity some lapse of time 
between the beginning of the making 
of a product and its completion to the 
stage where it is ready for sale. The time 
of course varies enormously in different 
cases, and in different products in the 
same undertaking. It can be very short, 
but is frequently substantial. A result of 
this is that when any new manufacture 
is commenced, there must obviously be 
an initial period, during which the first 
cycle of production is being carried out, 
in which there can be no output and no 
sales, although of course the overhead 
expenses of the undertaking or depart- 
ment will have started, and will run 
throughout the duration of that first 
period. There can seldom be any con- 
vincing reason to foresee that those 
expenses will ever be made up in a 


future period, including even the final 
period in which the production may 
cease. 

It may perhaps best illustrate the 
consequences of this if they are con- 
sidered in relation to a conventional and 
oversimplified example of a new factory 
which undertakes a substantial output 
confined to one single type of article, 
which takes twelve months to manu- 
facture, and where on the last day of a 
particular year it is decided to cease 
business as soon as all work on hand 
has been finished. 

It follows that in that case completion 
of the work on hand will take one year. 
During that year, as production pro- 
gressively decreases, the purchase of 
materials, the consumption of labour, 
and the direct expenses will decrease 
correspondingly; but, subject to any 
irrelevant influences, the proportion of 
gross profit to sales will be maintained. 
Moreover the sales and the total of 
gross profit will also be maintained 
because only work which had been 
begun by the first day of the year could, 
even if there had been no decision to 
stop, have been completed and avail- 
able for sale in the year. The expenses 
also would continue throughout the 
year, for the organised business would 
need to continue to perform practically 
all its functions until the end of the year. 
It is true that management might well 
seek to moderate some of the expenses 
as the year progressed, but the scope for 
this would be strictly limited, and this 
would not in any event affect the basic 
position. 

If, in this case, stock and work in 
progress had been brought forward 
from the previous year at direct cost, 
the business would show a normal 
profit for the final year—a year’s sales, 
a year’s gross profit, and a year’s 
expenses. But if oncost had been in- 
cluded in the cost of that stock, the 
year would have to bear not only its 
own expenses but also, in addition, a 
proportion of the expenses of the past, 
and the normal profit on the year’s 
sales would in consequence be reduced 
or extinguished. One year’s sales would 
have to support more than one year’s 
expenses. 

The oversimplication in this example 
is of course considerable, for the pro- 
duction cycle is seldom as long as one 
year, and cases of a single length of 
cycle in a particular undertaking would 
be rare; nevertheless, the same ines- 
capable influences will always lie in the 
background in the running down and 
termination of any manufacturing busi- 
ness. 
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The nature of the phenomenon in- 
volved in this illustration is made 
clearer if the notional undertaking I 
have imagined is given a finite life of 
say ten years, and if imagination is 
strained further by permitting it to be 
regarded as having worked at exactly 
the same rate and level throughout the 
years. Then obviously in ten years it 
will have had one year without any 
completed output, and nine years of full 
output. Nevertheless, in substance it 
would have incurred ten years’ over- 
head expenses. 

And so it can be seen that ultimately 
the question of whether oncost should 
be added to unsold manufactures on 
hand is very largely a question of 
whether the expenses of the period of © 
the first cycle of production should be 
regarded as a charge to be borne by the 
business at that time, or whether they 
should be carried forward from year to 
year, finally to fall in the last year of 
operations, where they are no more 
comfortable than they would have been 
in the first. Neither solution can appeal 
as a happy and unassailable one; but 
to carry forward expenses to the future 
is an artificial procedure, and needs 
convincing and undeniable justification 
to warrant it, and I find it difficult to 
perceive any. On the contrary I would 
rather say that the money, being spent 
and gone, should be written off and the 
way cleared for simple accounting to 
show the full profits earned in all future 
years. 

It does not seem a sufficient justifi- 
cation for carrying forward such ex- 
penses to argue that in a going concern 
account need not be taken of what 
might happen upon cessation because 
cessation is unlikely. To do so involves 
ignoring both a logical deduction and a 
latent possibility. 

I appreciate that in relation to my 
conventional example it may be pointed 
out that, production in the last year 
being on a declining scale, the year did 
not deserve to show a full profit, and 
similarly that the first year did not 
deserve to show the full loss which is 
created if all expenses are written off; 
but that is due to the operation of the 
quite separate and almost universally 
accepted principle that profit arises 
when a sale is made, and not until then. 
My purpose has been to show that there 
is no room for brought-forward ex- 
penses to be charged in the final year, 
and that, unless expenses are left un- 
disturbed in the years in which they 
arise, they tend to travel on through the 
years indefinitely, with considerable 
danger of coming to grief in the end. 
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Calculation of oncost 

The determination of an amount to be 
included for oncost in the cost of 
manufactures on hand opens up a wide 
field of possibilities. Numerous alterna- 
tives are available for selection in 
relation to what expenses shall be 
brought into account, and the method 
in which the proportion of them shall 
be ascertained. Only limited reference 
to the wide choice which can be made is 
necessary. The selection of expenses can 
vary from a small range of “‘variable”’ 
factory overheads at one extreme to the 
whole or almost the whole of the ex- 
penses of a business at the other; and 
many and varied methods of distribution 
of oncost have been devised. No doubt 
nowadays methods tend to find some 
approximate common level in a mode- 
rate middle course, but there is no de- 
finite and natural basis which can be 
pointed out as the only right and proper 
one. 

It is not within the scope of this paper 
to deal with the principles of analysis of 
expenditures, but for a study of this 
subject I may refer the reader to the 
admirable treatise issued by the Council 
of the Institute in November, 1951, 
entitled Notes on the Allocation of 
Expense, Members’ Handbook R. 2, in 
which it has been explored com- 
prehensively. 

Where for the purposes of accounting 
actual figures cannot readily or im- 
mediately be ascertained, it is universally 
accepted that the proper course is to 
make use of suitable estimates. It is to 
be observed that in most of such cases 
actual figures eventually emerge and, 
automatically, appropriate adjustments 
are made. But this is, I think, somewhat 
different from the case of additions for 
oncost; actuals will never become avail- 
able to replace the original figures, and 
in any event they are not so much in the 
character of estimates as of purely 
notional amounts computed and added 
on the basis of academic conceptions. 

Additions for oncost therefore have 
the inescapable objections that because 
of their notional character they must 
usually be far from truly factual, and 
that the determination of their amounts 
has to be far more a matter of individual 
preference and of policy than of ascer- 
tainable fact. 


Variables 

Although I have dealt with the issue on 
hand in basic principle and it has been 
no part of my case to deal with specific 
expenses or groups of expenses, I think 
that current events make it useful for 
me to refer to the section of expenditures 


which has come to be spoken of as 
“variables.”’ In recent times there seems 
to have developed increasing support 
for the view that the way to deal with 
overheads in respect of stocks is to 
bring in “‘variable’’ and exclude “‘fixed”’ 
overheads. The distinction between 
variable overheads and direct expenses 
tends to become a very fine one. A good 
test of direct expenses would, I think, 
be that of enquiring whether they 
naturally vary in direct proportion to 
production; and this may bring in a 
considerable part of what might alter- 
natively be called variable overheads. 
Beyond that point, however, the dividing 
line between variable and fixed over- 
heads must be somewhat arbitrary and 
obscure, for it cannot be doubted that 
few overheads are absoluiely static, and 
most of them will ultimately increase as 
an undertaking grows. 

In this respect one incident of the 
Duple case may be of interest. After 
having contended consistently for a 
proportion of all overheads except 
selling and financial expenses, in their 
written submissions to the House of 
Lords the Revenue included the 
following: 

It is respectfully submitted . . . that at any 
rate all items of expenditure which vary 
directly by reference to the productive 
work of the taxpayer in a given period 
should be taken into account in ascer- 
taining the cost of work in progress at 
the beginning and end of such period. 


Leading counsel for the Crown made a 
special point of reading this to the 
Judicial Committee of the House at the 
end of his final submissions, and 
appeared to set much store by it. With 
so much conceded, the difference 
between the Revenue’s contentions and 
those of the company had become ex- 
ceedingly small. If the Revenue’s words 
“which vary directly by reference to”’ 
had been slightly changed to “which 
vary in direct proportion to” and if the 
opening qualifying words “‘at any rate” 
had been omitted, the company would 
have been in agreement with them, 


The case for including oncost 

The leading argument for including 
some proportion of expenses in the cost 
of manufactures on hand is the attrac- 
tive one that the manufactures could not 
have been brought into existence if the 
expenses had not been incurred. It is 
supported by further considerations. 

In periods, where manufactures on 
hand at the end of a year have materially 
increased over those at the beginning of 
a year, the expenses of the business will 
have supported production in excess 
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of sales. If the excess is eventually sold, 
a future year will receive the benefit of 
gross profit on goods previously made; 
and it is reasonable for the subsequent 
year to bear some of the expenses of the 
previous year. It is to be noted that this 
argument can fail completely if stocks 
remain on the increased level, or if for 
any other reason the increase is not 
ultimately realised to full advantage; 
but this does not in the main extinguish 
the argument. 

Moreover, in a period of lower sales 
but maintained production, the profit 
shown for the period is assisted by the 
probable resultant increase in total 
oncost included in the increased stock; 
and in periods of higher turnover and 
reduced stocks the process is reversed, 
so that there can be some tendency for 
a levelling out of profits from year to 
year. This, however, is arguing from 
results, and is using the system for 
motives extraneous to the academic 
issue, and is the least attractive form of 
support for this method. 


Oncost for accounts purposes—recapitu- 
lation 

To conclude this exploration, I would 
say that it has to be recognised that there 
are reasonable arguments both for and 
against the inclusion of some element of 
oncost in the cost of manufactures on 
hand, and that there is little prospect of 
a universal formula being devised to 
settle this issue on all occasions. That 
the present gains something from the 
expenditures of the past in most busi- 
nesses is beyond doubt, and, although 
this is not by any means confined to the 
case of realisations of previous manu- 
factures, it is in that respect that it is 
usually most apparent. In periods of 
unusual accumulations of unsold 
manufactures followed by correspond- 
ing periods of high realisations, a sub- 
sequent period can benefit abnormally 
from the work of a previous period. But 
residual benefits of this kind at the end 
of any period are incapable of exact 
measurement, are unrealised, and can- 
not be separated from future events; and 
reaping any advantage from them is 
entirely or almost entirely dependent on 
continuation of all the organisation and 
expenditures of the business in the 
future—the cost of them has to be 
repeated to make any realisation 
possible. Such residual values can to 
some extent be transferred from one 
period to the next by including some 
element of oncost in the cost of manu- 
factures on hand at accounting dates. 
dates. At times of fluctuating fortunes 
this has the deep disadvantage of 
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resulting in higher figures for costs of 
stocks at the end of poorer periods and 
lower figures at the end of better 
periods. I find little encouragement 
towards the oncost method in sugges- 
tions that the addition should be limited 
to oncost computed on the basis of a 
“normal” level of production. This 
seems to me at the same time an ad- 
mission of the imperfections of the 
method and an introduction of yet a 
further element of imprecision. At all 
times it carries forward to the future 
stock figures which leave limited mar- 
gins for profits, and which include 
expenses carried forward which will 
continue to arise in full measure in the 
following period. 

The ultimate choice of the method to 
be selected is one for managers and 
proprietors. The accountant will have 
his own views and preferences, and cir- 
cumstances will affect each case; but in 
every case it is beyond doubt that the 
reader of the resulting accounts needs 
to be informed of the nature of the 
basis adopted before he can receive the 
complete view that the accounts ought 
to convey. 

I summarise my reasons for my 
personal preference for the direct cost 
method, practical and theoretical, as 
follows: 

(a) I believe the running expenses of a 

business as a whole are distinct from the 

costs of manufactures, and that they 
continue whether there is manufacturing 
or not. 

(6) lf oncost is included in stocks, the 

addition is necessarily an arbitrary one, 

and there can be no certainty about its 
measurement. 

(c) If the business—or a part of it— 

ceases, and if the expenses in the last year 

are augmented by expenses brought for- 
ward from the past and included in 
stocks, the year’s sales will have more than 

a year’s expenses to carry, and probably 

closing down expenses in addition. 

(d) Starting a new year with stocks 

brought in at direct cost brings no 

legacy of past expenses to be met out of 
the gross profit on the year’s sales. 


Part IV 
TAXATION AND ONCOST 


Commercial considerations present no 
bar to the weighing of both academic 
and practical arguments for and against 
the inclusion of oncost in stocks, nor to 
the study of the best methods of 
computation if it is to be brought in. 
For taxation purposes, in cases where 
the law does nothing to point the way 
to the settlement of an issue relating to 


the manner of accounting to ascertain 
profit, the generally accepted practice of 
accountants is likely to be followed. But 
on this particular issue two barriers 
stand in the way of adopting accounting 
practice. Firstly there is the absence of 
such an established consensus of opinion 
as would enable one particular method 
to be pointed out which would be 
generally recognisable and acceptable 
as the only right one; and secondly 
there are clear indications in the scheme 
of the taxing Acts, and in the cases 
interpreting the Acts, which in the 
absence of quite exceptional circum- 
stances, are consistent only with the 
direct cost method. 

In the Duple case this has been upheld 
without dissentient voice through all the 
courts; the Crown’s contrary conten- 
tions have in the particular circum- 
stances of the case been described in the 
Court of Appeal as “producing an 
unfair result,” and in the House of 
Lords as “unreliable,” “fundamentally 
wrong,” “wildest guess-work” and 
“remote from common sense,” and 
some of the undesirable illogicalities 
which can arise under the oncost 
method have been illustrated. The case 
was of course decided on its own par- 
ticular facts, but it would be hard to 
distinguish it from the generality of 
manufacturing cases except in matters 
of detail and degree, as distinct from 
principle, and this appears to have been 
accepted and conceded in advance by 
the Revenue, if this inference can be 
drawn from the many cases where the 
Revenue appear to have made arrange- 
ments with particular taxpayers to 
follow the final decision when reached. 

It is not part of my purpose to ana- 
lyse the Duple decision in detail; the 
case stated and the judgments have been 
published and are available for all to 
read. But some mention of the “scheme” 
of the Acts to which I have already 
referred is, I think, necessary for the 
completeness of this paper, for it will 
show clearly why the proper basis is so 
much more definite for tax than it is for 
commercial purposes. 

The addition of oncost to stock and 
work in progress is a means of carrying 
forward some part of the expenses of a 
business to a future period. In the Duple 
case this was common ground, and the 
Crown argued strenuously, but in vain, 
that only those expenses, or the pro- 
portion of them, which could be related 
to goods sold in a particular year could 
be allowed in that year. 

The tax rules as to allowable expenses 
are not for academic argument; they 
are express, and appear in Section 137 
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of the Income Tax Act, 1952, and its 
predecessor, the old Rule 3. The courts 
have always held that the negative form 
used in those rules has to be interpreted 
to mean that what is not forbidden is 
to be allowed. Therefore all expenses 
incurred in a year, other than the 
excepted ones, are allowable. 

A long series of cases shows that this 
simple rule stands firm. Expenses 
actually incurred subsequently, even 
though the cause arose in a particular 
year, cannot be deducted until the time 
when they are incurred. Expenses in- 
curred now, even though some benefit 
from them will arise later, are to be 
deducted now, and there is to be no 
meticulous consideration of whether 
some residual advantage from them 
will arise in subsequent years. In the old 
Vallambrosa case in 1910,* where only 
one-seventh of the rubber trees had 
reached the productive stage, all the 
expenses of cultivation and maintenance 
were allowed, and the court emphatic- 
ally rejected the Crown’s attempt at 
disallowance of six-sevenths. This was 
mentioned by Lord Reid in the Duple 
case as a decision often followed and 
never questioned. But many cases of 
widely differing character have in the 
end been decided on this principle, and 
it must be regarded as very firmly 
established. 

Impressive recognition of this prin- 
ciple of income tax law is to be found in 
the collateral legislation with regard to 
excess profits tax and excess profits levy, 
which provided that profits were to be 
computed in accordance with income 
tax principles, subject to specified modi- 
fications. The modifications included a 
provision that, where a deduction which 
would otherwise have been allowable 
did not represent a sum “reasonably and 
properly attributable” to the particular 
accounting period, only such part of the 
deduction should be allowed for that 
period as was “reasonably and properly 
attributable” thereto; and the re- 
mainder was allocated to its proper 
periods. In respect of excess profits 
levy, the rubric to this rule is “attri- 
bution of expenses to proper periods,” 
which as the title to a rule modifying 
income tax principles is highly illum- 
inating. 

Thus the principle of income tax law 
that expenses are to be allowed in the 
period in which they are incurred has 
twice received statutory recognition in 
recent times when the imposition of a 
temporary tax has necessitated its 
modification to avoid inequitable results. 


* Vallambrosa Rubber Co. Lid. v. Farmer, 5 T.C. 
529. 


; 
4 


GROWING. WITH 


‘Long-term capital to finance fixed assets’ 


is the right financial advice 
to give growing businesses 


ICFC’s lively corporate mind can solve 
financial problems by providing 

the right form of capital—long-period 
loans on fixed terms, and/or 

share capital 


Shareholders: The English and 
Scottish Banks 


‘CAPITAL FOR BUSINESS’ will be sent 


on request 


Industrial & Commercial 
Finance Corporation Lid 


LONDON 


7 Drapers’ Gardens, EC2 
National 8621/5 


and branches in industrial centres 


xxi 
or 
Rate 
a 
a. 
& 
~ 
4 
| 
4 
ae 
4 
2 
Le 
Ar 
. 


SMALL COMPANIES! 


In addition to the 


all) it is complete with 


12 Attractive Share 

i : Certificates. Well 
: ==: bound with stiff board 

a covers with each sec- 

tion divided with a 
| lettered buckram tab. 


Price 35/9 plus 
! i = 6/- Purchase Tax 


Company Stationers & Registration Agents 
TOLLIT & HARVEY Lid. ,, and 63 Cheapside, London EC2 


FARMER SONS 


AUCTION SALES and VALUATIONS PLANT, 


MACHINERY and INDUSTRIAL PROPERTIES 
46 Gresham Street, London, E.C.2 


Telephone: MONarch 3422 Telegrams: Sites, London 


xxii 

: THE IDEAL COMBINED REGISTER FOR | 

| 

: usual sections (8 in 

Established 1877 


ACCOUNTANCY SEPTEMBER 


The law in relation to the oncost 
question may therefore be summarised 
by saying that for income tax purposes 
expenses lie where they fall, and an 
arduous and, in the end, inconclusive 
enquiry is not required each year to 
determine some apportioned part of 
them to carry forward to the chances of 
the future in the form of an addition to 
stock and work in progress. It is not 
surprising that the Legislature should 
thus in effect have spared Commissioners 
and the courts the impossible task— 
which would have become necessary if 
the law had been otherwise—of deciding 
what expenses should be carried for- 
ward and in what manner the propor- 
tion of them should be calculated. 

Some further comments arising out 
of the Duple case may be of interest. 

Firstly, in the House of Lords, the 
Crown, in showing the limits they 
would apply to any oncost addition, 
steadfastly asserted that it was always 
open to the taxpayer to elect to value 
his work in progress at market value, 
and that market value for this purpose 
was the actual immediate saleable value 
of the work in progress as it stood, not- 
withstanding that this might often be 
negligible. The Law Lords not sur- 
prisingly had great difficulty in coun- 
tenancing this view, and it formed no 
part of the ratio decidendi of the case, 
but it was mentioned in the course of 
the judgments, and serves the purpose, 
to my mind, of illustrating the unreality 
of making any attempt to solve the 
question on the basis of “‘valuation,”’ in 
the proper meaning of that word. To 
accept the view expressed for the Crown 
on this point would produce the most 
misleading results in accounts, and I 
would not expect it to find support in 
our profession in any ordinary case— 
even though it would often result in 
some reduction in taxes payable. 

Secondly, there is, naturally, some 
discussion at present on the extent to 
which the decision will be applicable in 
other cases, in the future. In my view, 
as I have shown, it is based on a firmly 
established principle of law, and I know 
of nothing in the circumstances of 
Duple Motor Bodies Ltd. which especi- 
ally distinguishes its manufacturing 
operations from the ordinary run of 
manufacturing. It is therefore my view 
that the decision indicates the right 
course for income tax purposes in all 
ordinary cases. This, however, does not 
deal with the many cases where the 
other course, in one form oranother, has 
already been adopted, either voluntarily, 
or involuntarily as a result of Revenue 
pressure, and the further cases where 
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the taxpayer may choose, as a matter of 
individual policy, to adopt or continue 
an oncost method for taxation purposes. 
These cases bring their own problems 
which remain to be worked out, and 
which have not been explored in the 
Duple case. 

Thirdly, it does not seem to me that 
the Duple decision is one which is very 
likely to be altered by legislation, for the 
establishment of any precise rules for 
defining and measuring an addition to 
be made for oncost would I think present 
supreme difficulties of draftsmanship, 
and complexities and controversy. And 
a method which has been referred to in 
the courts in such terms as those I have 
mentioned earlier seems unlikely to 
commend itself to any Chancellor of the 
Exchequer, or to Parliament, as one 
which should be imposed by legislation 
on all taxpayers concerned. 

Finally, a decision which stems from 
specific taxation rules clearly cannot 
form a conclusive authority on the 
wider question of what is right for 
universal commercial and accounting 
purposes. But in this case the decision 
applied to a problem which, considered 
academically, more than one judge 
described as insoluble, and it is based on 
robust common sense and the con- 
ception of taking one year with another. 
I find in it a measure of support for my 
own particular views on the wider 
questions. 


Part V 
CONCLUSION 


I set out to deliberate on the place which 
stocks play in the course of business 
trading and to explore in some detail a 
limited number of particular cases 
where more than one way is used in 
practice of determining the amounts to 
be brought into annual accounts for 
stock, and I have now exhausted that 
purpose. I am very aware of having 
covered only a limited number of such 
cases, although I hope that those I have 
dealt with include some of the most far 
reaching and topical. 

I am particularly conscious of having 
made very little mention of the require- 
ments of consistency in method from 
period to period. I have thought this so 
obvious and simple as not to call for any 
extensive mention, and so far as the 
accounts of limited companies are con- 
cerned it is largely covered by the 
requirement in the Eighth Schedule of 
the Companies Act, 1948, that the effect 
of any change in accounting method be 
disclosed. 
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I may perhaps mention that I do not 
find myself in absolute agreement either 
with the recommendations of the 
Council of November last or the letter 
of the Chairman of the Board of Inland 
Revenue in May of this year to the 
President of the Institute, if they are 
intended to imply (as perhaps they are 
not) that a system once adopted must 
never be changed in the absence of new 
circumstances. I think that a change in 
the opinion or the policy of a manage- 
ment, or a change to a new management 
with different views, may perfectly well 
result in a wish to change from one 
method to another. There is more than 
one way of dealing with such a change 
to obviate misleading results, and in the 
long run, provided proper precautions 
are taken, there need not normally be 
any serious distortion of results or of 
averages. I am inclined to think that the 
best way of dealing with any such 
change would usually require the pre- 
paration of a second set of stock figures 
at the beginning of the year of change, 
and the adjustment of the resulting 
differences on the profit and loss 
account balance brought forward; 
where, however, the changes involved 
are of strictly limited effect it may well 
be sufficient to deal with them by note. 
Obviously, however, this does not 
qualify the general need for consistency; 
even in such a case as I have mentioned, 
the change would be an isolated occur- 
rence. Examples of such steps having 
been taken have certainly occurred in 
the past. 

Of course, such changes give rise to 
interesting taxation problems which 
may not yet have been fully resolved; 
but it has to be remembered that 
taxation does not depend upon the way 
in which accounts are prepared. I do 
not know that a change in the method 
of ascertaining stock figures need 
necessarily result in any change in 
taxation at all, provided figures com- 
puted on the pre-existing method can be 
ascertained with reasonable certainty— 
it may merely call for just one further 
adjustment in the annual Schedule D 
computations. 

Many of the questions which arise in 
relation to stock figures are questions of 
when profits are to be brought into 
account and when detriments are to be 
charged, and where there is a discretion 
the solution is consequently a matter for 
directors or proprietors. I do not think 
that there is always any conclusively 
right solution, but I have indicated my 
own preferences and the reasons for 
them. It is a subject upon which more is 
likely yet to be said. 
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This article reviews the recently published Bulletin No. 4 of the 
Australian Chartered Accountants’ Research and Service Foundation. | 
The Bulletin discusses in lucid terms the valuation of accountancy 
practices.* 


The Value of an Accountancy Practice 


By W. G. Medlam, F.c.A. 


IT Is NOT often necessary to value an 
accountancy practice. Normally such a 
valuation is made only when the prac- 
tice is to be sold, on the admission of 
one or more partners, on the death or 
retirement of a partner, on the amal- 
gamation of practices, or in very rare 
circumstances such as dissolution, ex- 
pulsion of a partner and such like. The 
Bulletin divides the value of a practice 
into its two constituent parts, the 
tangible assets and the goodwill. 


The Value of Tangible Assets 

The tangible assets usually present little 
difficulty. It is customary to treat them 
as follows: 

(i) Furniture, Fittings, Equipment and 
Library 

These are usually taken at book value, 
normally cost less depreciation; at the 
written down value for taxation pur- 
poses, which is generally much the same 
as book value; by agreement between 
the parties; or in rare circumstances 
by an independent valuation. . 

(ii) Real Estate and Leaseholds 

If the practice owns real estate or lease- 
holds, prudence requires that an outside 
valuation be made of these. 


(iii) Work in Progress 
Work in progress is discussed at some 
length, and there is a short review of 
the various ways of recording it. The 
Bulletin stresses the advisability of 
defining work in progress and stating 
the method of valuing it in partnership 
agreements. The usual basis adopted is 
either the realisable value of work done 
to date, having regard to the ultimate 
fee, or the cost to date not exceeding the 
* Obtainable, price 5s., from the Foundation at 


6 Wynyard Street, Sydney, N.S.W., Australia. 


proportion of the ultimately realisable 
fee. The first includes an element of 
profit and usually centres round a cost- 
ing done at standard charging rates. 
Less common bases are prime cost and 
cost plus overheads. Where there is no 
change in the constitution of the 
partnership other than an adjustment 
of profit-sharing ratios or the retirement 
or death of a partner, the settlement of 
a work in progress valuation should be 
relatively simple, as the figure probably 
rests on a principle which has been 
clearly agreed and understood. 

On the purchase of a practice, careful 
judgment on the valuation of work in 
progress must be exercised before agree- 
ment is reached with the vendor. Firstly, 
the incidence of income tax has to be 
considered, because the Australian pur- 
chaser is not entitled to deduct the 
purchase price of work in progress. 
Secondly, despite the utmost care and 
enquiry into detail, subsequent events 
may alter expectations about fees, not 
necessarily through any fault of the 
vendor or purchaser. For these reasons 
it is usually desirable to provide that an 
agreed proportion of the fees received 
be paid to the vendor as his income, and 
to state specifically any grounds on 
which any variation of the agreed figure 
may be made. 


(iv) Debtors 

In general, the debtors present little 
difficulty, as the proportion of bad or 
irrecoverable debts in an accountancy 
practice is very small. 


(v) Investments 

Some practices hold investments as part 
of their assets. Investments may be 
necessary to ensure continuity of some 


source of income, such as directors’ fees 
depending upon the holding of qualifi- 
cation shares, or they may be made with 
the object of accumulating funds. Where 
there is no necessity for investments to 
be a partnership asset, it is probably 
best to treat them as a private matter for 
partners individually. If the investments 
have a public market value, such as 
shares in a public company, this would 
be the value adopted; if they are not 
in this category but are, for instance, 
shares in a private company, the value 
would have to be determined by agree- 
ment. 


(vi) Life Assurance Policies 

Life assurance policies sometimes appear 
as partnership assets, and the reasons 
for which they are held vary consider- 
ably. The surrender value is most likely 
the fairest basis of valuation, though 
some practitioners prefer to value on the 
basis of premiums paid to date. In some 
extreme cases where the policy is near 
maturity the value may be based on the 
maturity less further premiums to be 
paid. 

Goodwill 

Goodwill, the Bulletin claims, is often 
the biggest single item in the total value 
of an accountancy practice, and its 
valuation is a tricky problem because of 
the many intangibles involved. The 
Bulletin discusses these intangibles, 
particularly personal skill, service ren- 
dered and reputation. An important 
point brought out is that the goodwill 
tends to change its character as a prac- 
tice goes through various phases of 
development. In some instances the 
early years may have been years of 
meagre income and much anxiety, and 
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the pioneer of such a practice may 
rightly expect in the future a counter- 
balancing reward. There are others who 
start their practising life under more 
favourable circumstances by buying into 
an established firm where a satisfactory 
income from good clients is assured 
irom the outset. 

The view is expressed that small 
practices tend to have a higher goodwill 
value in relation to gross fees and net 
income than bigger practices. There is 
no scientific reason for this—the answer 
rests in the market place; there are more 
buyers ready and willing to purchase the 
smaller practices, and the capital sum 
involved is generally such that the buyer 
either has the funds available or can see 
reasonable prospects of accumulating 
the amount from income in fairly quick 
time after allowing for the incidence of 
income tax. 

As the years go by and the practice 
grows in fees and net income, the exis- 
tence of goodwill in its fullest sense 
becomes clearly discernible. It may, 
therefore, be thought that the value of 
goodwill increases in sympathy. But 
past a certain point the number of 
potential buyers tends to diminish for 
reasons of availability of capital funds, 
heavier income tax on higher incomes 
and, lastly, because a practitioner with 
the capital to purchase a large goodwill 
and the ability to maintain it, is probably 
one who has already demonstrated his 
capability and need not, therefore, go 
into the market to buy a practice. When 
a firm has been established for some 
years and has a secure and profitable 
practice handled by a number of part- 
ners with varying personalities and skills 
who can ensure its continuity, its good- 
will is likely to be stable and valuable. 
At this stage, probably, a ceiling value 
has been reached, because of the large 
sum that would be involved if the normal 
proportions of gross fees or net income 
were applied. 


Methods of Valuing Goodwill 

There are numberless ways of evaluating 
goodwill—probably rightly so, as every 
practice has some unique feature about 
it. The methods discussed are: 


(i) Gross Fees 

The gross fees method appears to be a 
fairly common basis, especially for 
small practices where a major part of 
the net income is derived from the 
practitioner’s own efforts. In these cir- 
comstances, of course, the gross fees 
basis is a reliable guide to the probable 
net income. The term “gross fees” in 
itself requires analysis. The most usual 


interpretation is “gross maintainable 
fees,”’ that is, the fees that can reason- 
ably be expected to be earned in future 
years from the present clientele. Diffi- 
culty sometimes arises in regard to non- 
recurring fees for special services. Some 
practices have developed a connection 
for a particular form of special service 
which, although a _  once-and-for-all 
assignment, appears in a different form 
year after year, and the probability of 
continued income from such a source 
must be assessed. Sometimes it is a 
condition in the contract of sale that 
pro rata adjustment is made in respect 
of clients who do not transfer within 
reasonable time—about two years is 
customary. 

Once the maintainable fees have been 

settled, the next step is to determine the 
percentage, or the number of years’ 
purchase, to be applied to those fees. 
A very small practice may command 
100 per cent., or one year’s purchase, but 
rarely more. The percentage tends to 
decrease with larger practices, so that a 
medium-sized firm might command 
50 per cent. of gross fees, or six months’ 
purchase. 
(ii) Net Profits 
The net profits method of determining 
goodwill is more logically applicable to 
practices which are of medium or large 
size, where staff and other overhead 
costs have material significance. This 
method is more realistic where the net 
income of the practice is not merely the 
reflection of the proprietor’s personal 
effort. The distinction between cases 
suitable for the gross fees and the net 
profits methods may be best understood 
by looking at two examples: 

(a) If a practice has gross fees of £3,500, 
with a net income of £2,000, it is likely 
that a number of buyers will be attracted 
for a variety of reasons. A member about 
to commence practice may be willing to 
pay as much as £3,500 for goodwill, 
because he will see the clientele as an 
immediate foundation to income which 
will enable him to expand the practice 
more quickly. Likewise, if a buyer already 
has a small practice, the addition of the 
income from another small practice may 
afford him the opportunity to employ 
more staff, so that he can turn his own 
time to higher phases of practice in 
return for a higher scale of fees. 

It will be seen that in such a case the 
amount of capital involved is within the 
reach of many people, and the incidence 
of income tax on the net income is 
relatively small. 

_ (6) If a practice has gross fees of £25,000, 
with overheads, including staff salaries, 
of £15,000, it would at best be extremely 
difficult to find a purchaser willing to pay 
£25,000 for goodwill. The amount of 
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capital required is beyond the reach of 
most people, and after allowing for in- 
come tax on the net income the return 
would not be very attractive. It is far 
more likely in such a case that the value 
would range between one and one and a 
half years’ purchase of net income, if all 
other factors to be considered were 
satisfactory. 


From these two examples it will be 
seen that, where overheads and size of 
staff become material factors in the 
operation of a practice, net income is 
relatively more satisfactory than gross 
fees for the purpose of valuing goodwill. 
It may, of course, be contended that the 
same value could be obtained in the 


_ second case by working on a basis of 


40 per cent. to 60 per cent. of gross fees, 
but it should be evident that the gross 
fees method tends to become more and 
more unsound as a practice grows 
beyond the small stage. 

One important advantage of adopting 
the net profits basis for the larger prac- 
tice is that the profitability of fees 
becomes just as important as their actual 
amount. 

An interesting question arises where 
a member of the staff is admitted as a 
partner. The fact that his salary will 
cease to be a part of the overhead 
expenses and become part of the net 
profit does not seem to justify an 
increase in the value of goodwill. If this 
adjustment were made, the higher the 
amount of salary the more the staff 
member would be required to pay for 
his share of goodwill]: a result which is 
probably unfair. 


(iii) Surplus Profits 

The surplus profits method of valuing 
goodwill is distinct from the gross fees 
or net profits method and is basically 
similar in principle to the super-profits 
method of valuing the goodwill of a 
commercial undertaking. Although ap- 
pearing logical, it is rarely used in the 
valuation of accountancy practices, 
chiefly for the reason that it is difficult to 
reach agreement on the salary worth of 
individual partners. 

(iv) Fixed Value and No Value 

The fixed value and no value methods 
are discussed, the latter being applicable 
mostly to large firms where the capital 
sum involved is too great a burden. Both 
these methods mean that some provision 
other than goodwill is generally made 
for the death or retirement of a partner, 
and incoming junior partners are given 
a comparatively low share for a period 
of years to compensate senior partners. 
The theory behind the no value basis is 
that the partnership is a mutual associa- 
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tion, expected to continue more or less 
in perpetuity by the constant infusion 
of new partners, principally from the 
ranks of the staff. As a corollary to this 
approach, such firms are inclined to 
recognise that they must be prepared to 
pay salaries above normal in order to 
attract high level people, with the further 
prospect that graduation to partnership 
will not involve any burdensome pay- 
ment of goodwill. 


(v) Betterment 

The betterment method is favoured by 
those who contend that a foundation for 
value of goodwill may be found through 
the betterment of the income to be 
derived by a prospective purchaser. The 
method is akin to the surplus profits 
method, as it places capital value on the 
improvement in income through multi- 
plying the betterment by an agreed 
number of years. 


(vi) Annuity 

The annuity method differs from the 
surplus profit method only in the fact 
that the surplus is not multiplied by a 
number of years’ purchase, but the good- 
will is calculated by finding the present 
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worth of an annuity covering an agreed 
term at an agreed rate of interest. 


Financial Considerations 

After the goodwill has been valued— 
“‘valued”’ in the sense that the financial 
adjustments are reasonable, equitable, 
and within the financial capacity of the 
person who is to provide the funds— 
there are a number of methods by which 
adjustments can be made. There may be 
outright payment of a lump sum; or 
payment by instalments over a stated 
period with or without interest; or 
payment of a capital sum either out- 
right or on terms, plus a payment in the 
nature of a consultancy fee, which in its 
turn may be either a fixed amount or 
some proportion of the net profits. 
Sometimes an incoming partner short- 
draws the amount of profits accruing to 
him and makes an agreed contribution 
of the short-drawing for his purchase of 
goodwill. At other times an employee 
who is a member of the staff super- 
annuation fund agrees that any capital 
sum accruing on cessation of employ- 
ment shall be made available. 
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Alternatives to Payments for Goodwill 

The Bulletin describes a number of 
alternatives to payments for goodwill. 
The vendor may, for example, receive 
annual payments as a consultant; these 
are in essence a form of pension. At 
other times the Australian Institute’s 
superannuation funds are used to 
ensure an adequate lump sum at retire- 
ment age. Other firms have their own 
superannuation schemes, and yet others 
have endowment policies or annuities. 


Conclusion 

The Bulletin closes with the statement 
that the information is intended only as 
a general guide to bring before parties 
facing the need to value a practice the 
various considerations which need to be 
taken into account. It makes no claim 
to be exhaustive and recognises many 
unusual factors which can intrude in 
almost every individual case. 

All the same, it is a valuable 
addition to accounting literature, and 
deserves to be read by any accountant in 
practice or about to practise. 


Taxation Danger Points—VII 


The Incorporation of a Company to take over the Business 


of a Sole Trader 


SEVERAL TAXATION POINTS require close attention when 
the decision is reached that there would be advantages in 
forming a company to take over a business carried on by 
a sole trader. 


Estate Duty 

If the control of the company is in the hands of the 
former sole trader at any time in the five years before his 
death, and in certain other circumstances, the shares 
passing or deemed to pass (such as gifts inter vivos 
within those years) will have to be valued on a net assets 
basis under the rules of Section 55 et seq. of the Finance 
Act, 1940, as amended. This, however, is not truly a 


pitfall; the sole trader’s business would be valued on this 
basis if no company were formed. The formation of the 
company will afford an opportunity to give shares to 
members of his family, and, so long as the donor does 
not draw excessive benefits from the company and does 
not die too soon, estate duty advantages will accrue, in 
that the value of his estate for estate duty will be lower 
by the value of what he has given away. 


Expenses 
While the personal expenditure of the owner of a sole 


trader’s business on his own travelling, entertaining and 
similar items has to be wholly and exclusively for the 
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purposes of the business, those of a director of a com- 
pany come under the much narrower scope of Schedule 
E, having to be spent not only wholly and exclusively but 
also necessarily in the performance of the duties of the 
office. This is interpreted to mean that such expenditure 
would have to be incurred by any holder of the office. 
The Articles of Association should be carefully worded 
to give the company power to pay such expenses, 
preferably including the words “necessarily incurred.” 


Date of Takeover 
As the sole trader’s business will be assessed as dis- 
continued and the company’s as a new business, the date 
of takeover is important. If the profits are consistently 
progressive, it will be advisable for the vendor to take 
the company into partnership for a time and then to 
retire from the partnership, giving notice on each 
occasion under Section 19 of the Finance Act, 1953, to 
continue being assessed on the preceding year basis. 
There is nothing unethical about this. When a company 
succeeds to a business of another company under the 
same control the preceding year basis is automatically 
continued under Section 17 of the Finance Act, 1954, 
whereas an individual or partnership to achieve the same 
result must go through the actions mentioned. Such a 
transaction is not one caught under Section 32 of the 
Finance Act, 1951, as an avoidance device for profits tax. 
If there is an outright sale to the company, the effect 
of the “discontinuing” rules can often be minimised by 
delaying the sale until after April 5. 


Illustration: 

A sole trader had the following profits for years ended 
December 31: 1958 £8,400, 1959 £12,600, 1960 £18,000. 
He planned to sell the business on March 31, 1961, to a 
company formed for the purpose. By that date he had 
made £6,000. 

This plan would result in the following assessments 
(ignoring fractions of months): 


1959/60 £8,400, increased to 9/12ths of £12,600 £ 
+3/12ths of £18,000 = 13,950 
1960/61 9/12ths of £18,000+£6,000 = 19,500 
33,450 


But if the business were not sold until April 15—by 
which time he expected to make a further £1,000—the 
assessments would be (ignoring fractions of months except 


in April): £ 
1959/60 8,400 
1960/61 as above 19,500 
1961/62 = 1,000 
28,900 


The reason is, of course, that 1960/61 has to be assessed 
on the actual profits of that year in either event, but delay 
until April 15 prevents an increase in the 1959/60 assess- 
ment. 

This has to be balanced with the estimated future profits 
and with the effect on the company, whose business will be 
assessed under the new business rules. 
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Capital Allowances 
It saves balancing charges or allowances on the sole trader 
to sell the assets attracting capital allowances at a price 
slightly under market value, so as to enable a claim to be 
made under paragraph 6 of the Sixth Schedule to the 
Finance Act, 1952, to continue with the written-down 
values for income tax at the date of sale. 


Taxation Liabilities 
Care must be taken to retain enough money in the 
vendor’s hands to meet all liabilities for taxation for 
periods up to the date of sale of the business. 


Stamp Duty 
Stamp duty is saved if the vendor of the business does 


not sell the business premises owned by him, but enters 
into a lease to rent them to the company at a proper 
commercial rent. Similarly, to save stamp duty, debtors 
and creditors should not be taken over by the company, 
but debts should be collected and paid by the company 
as agent for the vendor. Duty is also saved by having a 
small nominal capital and issuing the shares at a premium. 


Consideration 
It is most inadvisable to leave any of the purchase price 
outstanding as a loan, because under Section 246 of the 
Income Tax Act, 1952, as:ounts of such loans repaid (or 
amounts used to repay loans raised to repay the original 
loan) will be deemed to be available for distribution 
under Section 245 of that Act. 


Directors’ Remuneration 
The taxation implications of various amounts paid as 
directors’ remuneration should be considered, having 
regard to the total allowable for profits tax, the earned 
income allowance for income tax and surtax, and the 
amount that can be retained in the business without 
attracting attention for surtax purposes under Section 
245 of the Income Tax Act, 1952. 

While, theoretically and to a great extent in practice, 
the Special Commissioners are interested only in those 
profits of a company which are available for distribution 
as dividends, it is considered that they must recognise a 
case where directors’ remuneration is paid so as to leave 
only a reasonable amount ploughed back into the 
business. It must be remembered, however, that the 
remuneration must be reasonable so as to be within the 
“wholly and exclusively for the purposes of the trade” 
rule. 

In view of the fact that the company under con- 
sideration will be director-controlled, the maximum 
directors’ remuneration allowable for profits tax will be 
15 per cent. of the profits before charging directors’ 
remuneration (other than that of whole-time service 
directors (if any), which is allowable in full (maximum 
allowable £15,000)) or £3,000 if that is more than the 
15 per cent. The £3,000 can be increased if there are full- 
time directors owning or controlling more than 5 per 
cent. of the ordinary share capital; for two the amount 
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becomes £5,000, for three £7,000, and for four or more 
£9,000, with a limit on the highest paid director’s 
remuneration of £3,000 and on that of any other director 
of £2,000. 


Effect on Income Tax and Profits Tax 

If the business of the sole trader has shown a profit of 
£5,000 a year and he is to be the sole full-time director 
of the company, he will be able to draw the whole profit 
as remuneration and the company will pay no profits 
tax (since the allowable remuneration of £3,000 reduces 
the profits to the exemption limit) or income tax. The 
result will be that as a married man he will pay personally 
the same tax as if he were still a sole trader, namely, 
£1,401, with no liability to surtax. Any other income, 
however, will attract surtax. If he retains, say, £1,000 
of the profit in the company, the company will pay 
income tax thereon of £388 and he will pay income tax 
of £1,057, a total of £1,445. The difference of £44 is the 
income tax on the earned income allowance on £1,000, 
which is lost by leaving profits in the company. 

It would help to make his wife a director and to pay 
to her a remuneration of £563, reducing his own by that 
amount. Her income would then attract an additional 
personal allowance (commonly called wife’s earned 
income allowance) of £140 at 7s. 9d. and reduced rates 
allowances on £360, reducing the tax bill by £110. He 
may, of course, have been employing her as a sole trader 
with the same result. This feature will not be introduced 
in further illustrations. 

It will be seen that the deduction for surtax of the 
earned income allowance and the earnings allowance 
provided in Section 14, F.A. 1961, has introduced a new 
enticement to increase the payments made as director’s 
remuneration. At what point does this cease to be attrac- 
tive? In what follows, the figures relate to a married 
couple without children. It will be seen from the following 
table that the amount of the director’s remuneration 
paid to a director ceases to reduce the tax bill of the 
company and himself jointly at about £9,350. It will be 
a little more where the wife also has remuneration. 


Director’s Income Tax and Company 
Remuneration: Surtax (married, Saves in 
Earned Income no other allowances) Income Tax 

£ £ £ 
2,000 454 775 
3,000 755 1,162 
4,000 1,057 1,550 
5,000 1,401 1,937 
6,000 1,832 2,325 
7,000 2,321 2,712 
8,000 2,849 3,100 
9,000 3,417 3,487 
10,000 4,027 3,875 


It must be remembered that profits tax is payable on 
the profits including any disallowed directors’ remunera- 
tion. So profits tax is unaffected by paying the directors 
more than the maximum allowable. With profits for 
profits tax between £2,000 and £12,000, there is an 
abatement which reduces the profits tax; with profits 
over £20,000 the £3,000 limit is displaced by the 15 per 


cent. limit; with profits over £33,333 the £5,000 limit is 
similarly displaced. 

The turning point for income tax and surtax comes at 
about £9,350. Thus the company saves £9,350 at 7s. 9d.= 
£3,623 2s. 6d. The director pays: 


£ £ £ £ 
Earned income nA wil 9,350 
E.LA. £4,005 .. 890 
5,345 i .. 594 
— 41,484 
7,866 7,866 
P.A. 240 100 
2,100 
7,626 5,766 
&@ 
£360 84 0 0 
£7,266 at 7s.9d. .. - 2,815 11 6 
2,899 11 6 
Surtax 723 3 0 
3,622 14 6 


(E.1.A.=Earned income allowance; E.A.=Exemption limit; 
P.A.= Personal allowance.) 


The burden of profits tax will be diminished if one of 
the spouses is a whole-time service director, as his or her 
remuneration will be allowed in full. 

The formation of more than one company, each to 
take over a branch of the sole trader’s business, is 
another way of saving profits tax. Even if in each com- 
pany there is only one full-time director owning or 
controlling over 5 per cent. of the ordinary share capital, 
so that no more than £3,000 can be allowed for directors’ 
remuneration, each can have a profit of £5,000 before 
deduction of directors’ remuneration, since a profits tax 
profit of not more than £2,000 does not attract any 
profits tax. Separate companies are best kept in a group 
so that, when a loss arises, subvention payments can be 
made under Section 20 of the Finance Act, 1953. In a 
group, each company can charge the £3,000 where 
appropriate, but the £5,000 upwards only where the 
two or more directors work whole time in the group and 
more than half time of each in the company in which the 
£5,000 or higher appropriate sum is paid. 


Illustration: 

Two companies A and B, two full-time directors (husband 
and wife) each owning or controlling more than 5 per cent. 
of the ordinary share capital; both spend more time on 
Company A than on Company B: 


A B 
£ £ 
Profits before directors’ 
remuneration 7,000 5,000 
Allowable remuneration 5,000 3,000 
2,000 2,000 
No profits tax. 
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Taxation 
Notes 


Expenses Payments for Directors 
The Board of Inland Revenue has 


issued in its series of notes for tax- 
payers one on Expenses Payments and 
Benefits for Directors and Certain 
Employees (No. 480, 1961). Unlike 
the others in the series, these notes 
are disappointingly condensed and 
could with advantage have been 
more helpful. 

After briefly describing the persons 
affected by the legislation contained 
in Sections 160 to 168, Income Tax 
Act, 1952, the Notes state the cir- 
cumstances in which dispensations 
will be granted and the expenses 
payments which are taxable subject 
to a Rule 7 expenses claim. A para- 
graph then deals with the taxable 
benefits and facilities. It is not 
understood why it is stated therein 
that, where living accommodation is 
provided, repairs are to be taken into 
account in determining the benefit 
of a director or employee. Repairs 
are not an occupier’s burden; if he 
agrees to do repairs, that is a factor 
in fixing the annual value. 

Later paragraphs deal with non- 
taxable payments and benefits, and 
deductions allowed for expenses. On 
expenses, the Revenue considers that 
if there are continuing financial 
commitments at home the whole cost 
of subsistence will normally be 
allowed and “‘home saving”’ will not 
normally be taken into account. One 
source of much irritation is thus 
removed. This will not apply, how- 
ever, to a person having no per- 
manent residence, for example, a 
bachelor living in an hotel or club 
who gives up his room while travel- 
ling. In the view of the Revenue, 
expenses of a wife accompanying her 
husband on a business trip may be 
admissible only where she has some 
practical qualification directly asso- 
ciated with her husband’s mission, or 
where her presence is necessary to 
act as hostess, or where her hus- 
band’s health is so poor that it 
would be unreasonable to expect him 
to travel alone. The Revenue makes 


the point that it does not intend in 
normal circumstances to allow wife’s 
expenses unless they are paid by the 
employer. This has, of course, been 
the position for several years, but the 
Notes seem to show a slight broaden- 
ing of view. On the other hand, this 
section is far from illuminating—the 
Revenue attitude appears to be that 
it still depends on all the circum- 
stances. 

The Revenue considers that the 
expenses of entertaining other direc- 
tors or employees of the same com- 
pany are not normally allowable as 
expenses. It is notable that where the 
expenses of a particular occasion are 
allowable the Revenue does not 
intend to restrict the expenses claim- 
able in respect of entertainment by 
the cost of a director’s or employee’s 
own meal, etc. 

The Notes point out that the 
annual value of the use of a car is to 
be 124 per cent. of the cost of the car 
when new. This is in accordance 
with the Chancellor’s remarks. It 
seems that the rule must be varied in 
the case of an old car. The benefit is 
to be based on the proportion which 
the private mileage bears to the total 
mileage in the period. 

It should be remembered that 
these Notes have no statutory effect. 
Readers may like to refer to the 
note on page 493 in the August 
issue of ACCOUNTANCY. 


Plant and Machinery— 

Investment Allowance 

In Hinton v. Maden and Ireland 
(1959, 38 T.C. 391) it was held that 
expenditure on knives and lasts, used 
on machines in the business of shoe 
and slipper manufacturers, qualified 
for investment allowances. As a 
result of this decision, it is under- 
stood that the Inland Revenue will 
accept as qualifying for the allow- 
ances plant and machinery having a 
normal working life of at least two 
years. It is to be noted that in the 
case mentioned it was stated that the 
knives and lasts were not parts of the 
machines but were used with them. 
Accordingly the Inland Revenue is 
not prepared to grant investment 
allowances on hand tools or machine 
components, as contrasted with 
machine tools. 
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More P.A.Y.E. Regulations 

The Income Tax (Employmenis) 
(No. 9) Regulations, 1961 (S.I. 1961, 
No. 1596, price 3d.), which are to 
come into operation on October 6, 
extend the information to be re- 
turned by an employer at the end of 
the year on the emoluments paid to 
each employee during that year. In 
the case of an employee other than 
one to whom Regulation 29A of the 
Income Tax (Employments) Regula- 
tions, 1950, applies, the return must 
include not only the total amount of 
the emoluments paid by the em- 
ployer to the employee during the 
year, the appropriate code, and the 
total net tax deducted from the 
emoluments, but the amount of all 
payments of emoluments made by 
the employer on behalf of the em- 
ployee and particulars of any emolu- 
ments given by the employer to the 
employee otherwise than in money. It 
will be recalled that the persons 
covered by Regulation 29A are 
directors and employees with emolu- 
ments and expenses of over £2,000. 
Such persons have not, however, 
been forgotten, for a further regula- 
tion contained in this new Statutory 
Instrument provides that forms 
P.11 D are to be filed within thirty 
days after the end of the tax year, 
and not fourteen days as previously. 
Emoluments given by the employer 
to the employee otherwise than in 
money must now be shown on that 
form. 


Canadian Tax Foundation 
Following its annual report for the 
year 1960, the Canadian Tax Foun- 
dation has issued a message to 
members in which it says that too 
little is known about the long- 
range effects of the Canadian struc- 
ture of taxation. The Foundation 
announces completion of arrange- 
ments with the Department of 
Economics and Political Science of 
Queen’s University, Kingston, On- 
tario, for a comprehensive study on 
Effects of Taxation on Canada’s 
Economic Growth. This will be the 
largest project sponsored by the 
Foundation since its inception and 
the report, which is expected in 1964, 
will be awaited with interest. 
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Recent Tax Cases 


Income Tax—Dividend Stripping 


The Issue: Whether a single transaction 
of dividend stripping carried out in 
1953/54 by a company which had pre- 
viously traded in textiles but had 
altered its memorandum of association 
to allow it to deal in stocks and shares, 
and had in a subsequent year carried 
out several deals in shares with no 
apparent ulterior fiscal object, constitu- 
ted an adventure in the nature of trade 
for the purposes of Section 341 of the 
Income Tax Act, 1952; or whether such 
transaction failed to qualify as a trade 
for the reason that the object of the 
transaction (according to the Crown) 
was not to make a profit but to secure 
a fiscal advantage. (Income Tax Act, 
1952, Sections 341, 526—Finance Act, 
1953, Section 15.) 


The Facts: In Griffiths v. J. P. 
Harrison (Watford) Ltd. (C.A. 1961, 
T.R. 121—previously noted sub nom. 
J. P. Harrison (Watford) Ltd. v. Griffiths 
in ACCOUNTANCY for December, 1960, 
pages 719-20), the appellant company 
carried on business as a textile merchant 
until some date in 1953/54, when that 
business ceased. In 1952/53 the company 
incurred a loss of £13,585, which was 
available to be carried forward under 
Section 341 of the Act of 1952. On 
October 8, 1953, an additional object 
was inserted in the company’s objects 
clause which enabled the company to 
carry on the business of share-dealing. 
On December 4, 1953, the company 
bought all the issued shares in another 
company for £16,900 and borrowed 
£15,900 for the purpose. The shares 
were bought on a blank transfer which 
was not registered, and no stamp duty 
was paid. The subsidiary company had 
carried on business as a cloth merchant 
up to November 30, 1953, when that 
business ceased. The subsidiary then 
had a considerable sum available for 
distribution as dividends. On January 26, 
1954, the subsidiary declared a net 
dividend of £15,901 19s. 3d., and this 
sum was received by the company. On 
the same day the £15,900 which had 
been borrowed was repaid, and the 
shares in the subsidiary were sold for 
their nominal value, namely, £1,000. 
This was the only transaction by the 


company in 1953/54, but from May, 
1954, onwards it was admittedly carry- 
ing on a trade of share-dealing. 

The company claimed to be entitled to 
set the loss of £15,900 against the net 
dividend of £15,901 19s. 3d. it received 
on January 26, 1954. The Special Com- 
missioners held that the dividend- 
stripping transaction in 1953/54 was 
not entered into as part of any trade of 
dealing in shares and was not an 
adventure in the nature of trade. 
Danckwerts, J., reversed their decision 
and the Crown appealed. 


The Decision: Although dividends 
that have already suffered tax by 
deduction do not suffer further tax by 
inclusion in a trader’s receipts (see 
C.I.R. v. Blott (1921) 8 T.C. 101; 
Bradbury v. English Sewing Cotton Co., 
Ltd. (1923) 8 T.C. 481) profits accruing 
from dealing in shares cannot be so 
narrowed as to exclude dividend bene- 
fits received by the dealer. A person can 
be properly said “‘to trade in dealing in 
shares” when he undertakes trans- 
actions whereby he relies on the divi- 
dends to make good a deliberately 
intended loss on the selling price of the 
shares; although it is otherwise if the 
transaction is a sham simply designed 
to produce a tax result. It was im- 
material in the present case that there 
were no other share transactions between 
the alteration of the company’s memor- 
andum of association in December, 
1953, and the other dealings in shares 
from May, !954, onwards; for the defini- 
tion of “‘trade”’ in Section 526 of the Act 
of 1952 includes “an adventure in the 
nature of trade”’ which covers an isolated 
transaction that has not the continuity or 
repetition usually connoted by trade. 
There was also little force in the Crown’s 
argument that the company had never 
had any previous dealings in shares. 
More important was the contention 
that the object of the transaction was 
not to make a profit but to secure a 
fiscal advantage by means of a deliberate 
and admitted dividend-stripping opera- 
tion. But the transaction was a purchase 
of shares by a commercial company 
which had previously traded in textiles 
and had altered its objects to allow it to 
deal in shares. Four months after the 
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transaction in question there were 
several purchases and sales of shares 
with no apparent ulterior motive, and 
such surrounding circumstances clearly 
had a part in any decision as to the 
nature of a transaction (see F.P.H. 
Finance Trust, Ltd. v. C.I.R. (No. 1) 
(1944) 26 T.C. 131). It could not be said 
that profit was not the object of the 
present transaction, for the object was a 
substantial profit through repayment of 
tax. Also, there was no case which 
suggested that a transaction which 
would in other respects be commercial 
lost its commercial nature simply 
because its object was to secure a 
financial advantage through repayment 
of tax. If such a principle existed, it must 
be a question of degree (compare 
Johnson v. Jewitt (1961) T.R. 81, noted 
in ACCOUNTANCY for August, page 495). 
The transaction was therefore an 
adventure in the nature of trade, and 
the Crown’s appeal would be dismissed. 
(Dividend stripping has now been 
restricted by the operation of Section 4 
of the Finance (No. 2) Act, 1955, as 
amended.) 


Summary: A share-dealing trans- 
action having the commercial charac- 
teristics of an adventure in the nature of 
trade does not cease to be a trade by 
reason of the fact that repayment of tax 
constitutes the main benefit in the hands 
of the dealer (but compare Johnson v. 
Jewitt, above). 


Income Tax—Sale of Properties 


The Issue: Whether a company with 
trading as the leading object in its 
memorandum of association was, in 
the circumstances of the case and having 
regard to the company’s course of con- 
duct, a property-holding company or a 
property-dealing company. Also con- 
sidered was the question whether, in 
reaching their decision, the General 
Commissioners had relied on “special- 
ised knowledge”’ possessed by them or 
some of them (as opposed to local 
knowledge), so as to necessitate a new 
trial in the interests of justice. (Income 
Tax Act, 1952, Section 469, Schedule D.) 


The Facts: In Forest Side Properties 
(Chingford) Ltd. ». Pearce (Court of 
Appeal, 1961, T.R. 143 — previously 
noted in ACCOUNTANCY for February, 
1961, page 95), the appellant company 
was incorporated on July 23, 1951, and 
its object generally was to deal in real 
estate. Its two shareholders and direc- 
tors were builders. On October 30, 1951, 
the company purchased from them the 
leases of twenty-four maisonnettes and 
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one house for £9,870. At that time 
many of the properties were under 
requisition, and others were subject to 
the Rent Acts. On the same day the 
directors resolved that these properties 
should be held as investments. In 
November, 1953, one maisonnette fell 
empty and was immediately re-let. 
Between 1954 and 1957 fourteen maison- 
nettes and flats were sold for a total sum 
of about £20,000. Four of these sales 
were to sitting tenants; in four other 
cases sums were paid to sitting tenants 
to move out, so that the properties could 
be sold; and six other properties were 
sold with vacant possession. Heavy 
expenditure was incurred on the proper- 
ties between 1955 and 1957 in making 
good war damage. Money obtained 
from the sales was lent to the share- 
holder-directors free of interest for the 
purposes of their businesses. 

It was contended on behalf of the 
appellant that, as shown by the resolu- 
tion of October 30, 1951, and by other 
evidence, the company was, during the 
material years, a property-holding com- 
pany. For the Revenue it was argued 
that the company carried on a property- 
dealing business. The General Com- 
missioners decided in favour of the 
Crown. The following passages occurred 
in the Case stated by the Commissioners: 

From local knowledge . . . we held that the 

maisonnettes were built with a view to sale, 

but in 1939 sales became impracticable 
due to the war. 

It is common knowledge that property 

realises substantially better prices when 

sold with vacant possession. From our 
specialised knowledge we were aware that 
flats or maisonnettes at that time were not 

a good selling proposition locally. We 

accordingly found that the intention 

expressed in the minute (of October 30, 

1951), to hold the properties as an in- 

vestment, was put on record with the 

taxation position in mind, and was not 
intended to obtain when circumstances 
changed. 


The Decision: There was ample 
evidence to support the conclusion of 
the General Commissioners; but the use 
of the words “specialised knowledge” 
by the Commissioners in the Case 
Stated raised a question of considerable 
difficulty. A local tribunal might, and 
indeed should, call on the local know- 
ledge of its members; but if it went 
beyond that and relied on information 
which one or other of its members had 
which was of a specialised character or 
private nature, so that it ought to be 
given in evidence if it was going to 
be used, then a conclusion which relied 
on or might be affected by the admission 
of such knowledge could not stand, and 


it would be necessary to order a new 
trial in the interests of justice. On the 
other hand, a Case Stated was not like 
an Act of Parliament and it should not 
necessarily be assumed that a variation 
in terminology (as between “local 
knowledge”’ in the first, and “specialised 
knowledge” in the second, of the two 
passages quoted) was deliberate and 
intended to have a distinct meaning. 
The question was whether it could be 
said that the knowledge on which the 
Commissioners plumed themselves had 
made all the difference to their conclu- 
sion, yet was of that special character 
which could not be used without 
evidence. Ill though they had expressed 
themselves, the Commissioners were in 
fact drawing on their local knowledge, 
and the word “accordingly” in the 
second of the quoted passages referred 
not merely to the “specialised know- 
ledge’ but to the whole of the facts, 
including the company’s memorandum 
of association, upon which the Com- 
missioners had based their conclusion. 
There was, therefore, no need to order 
a new trial, and the company’s appeal 
would be dismissed. 


Summary: The company was a 
property-dealing company and _ the 
profits from sales were taxable. The 
words “specialised knowledge” in the 
Case Stated were intended to be synony- 
mous with “local knowledge” and 
there was no necessity for a new trial. 


Income Tax—Capital Distributions 


The Issues: (i) Whether a capital divi- 
dend, paid without deduction of tax 
under Section 184 of the Income Tax 
Act, 1952, by a subsidiary company to 
its parent company, which was a dealer 
in stocks and shares, should be excluded 
from the computation of the parent 
company’s profits for income tax pur- 
poses; and, if not, 

(ii) whether additional assessments 
made on the parent company in respect 
of the dividend were competent, having 
regard to the fact that the Inspector of 
Taxes had (a) come to an agreement with 
the company, on an appeal against its 
assessment, in respect of all but one of 
the years affected, that the tax-free 
dividend was to be excluded from the 
computation of its profits, but (5) on 
further consideration of the matter, and 
without any new facts coming to light, 
had changed his mind and raised the 
additional assessments in respect of the 
excluded dividend. (Income Tax Act, 
1952, Sections 41 (1), 50 (2), 122, 123 
(1), 184, 510.) 
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The Facts: In Cenlon Finance Co. 
Ltd. ». Ellwood; Tableau Holdings Ltd. 
vy. Williams (C.A. 1961, 3 W.L.R. 242; 
1961, 2 All E.R. 859—noted as to 
Cenlon Finance Co. Ltd. vy. Ellwood in 
ACCOUNTANCY for October, 1960, pages 
589-90), the facts were as follows. On 
November 18, 1952, T. company started 
trading as a dealer in stocks and shares. 
On the same date it bought the whole of 
the share capital of W. company for 
£87,909 17s. Later the same day W. 
company paid to T. company a dividend 
of £18,000 out of a capital profit which 
it had made on the sale of freehold land, 
and this dividend was accordingly paid 
without deduction of tax under Section 
184 of the Income Tax Act, 1952. On 
October 20, 1953, T. company sold the 
whole of its shares in W. company to C. 
company, which had started trading as a 
dealer in stocks and shares four days 
earlier, for £72,000. On November 2, 
1953, W. company paid a dividend of 
£25,000 to C. company out of the 
original capital profit. On December 4, 
1953, C. company sold its holding of 
shares in W. company for £27,500. 
Both T. company and C. company sub- 
mitted that the capital distributions 
made by W. company need not be 
brought into account in the compu- 
tation of their profits under Case I of 
Schedule D, and the two Inspectors of 
Taxes concerned ultimately agreed with 
their submissions. Subsequently, on a 
reconsideration of existing facts, the 
Inspectors decided that the distributions 
should be brought into account in com- 
puting the companies’ profits, and they 
raised additional assessments—on T. 
company for 1952/53 to 1955/56, and 
on C. company for 1953/54 to 1956/57. 
Both companies appealed. The Special 
Commissioners (in the case of Cenlon 
Finance Co. Ltd.) and the General Com- 
missioners (in the case of Tableau 
Holdings Ltd.) found against the com- 
panies on issue (i), but for them on 
issue (ii). Cross, J., reversed the decision 
of the Commissioners on issue (i). 


The Decisions: (i) Although the divi- 
dends were not taxable in the hands of 
W. company under Section 184 of the 
Income Tax Act, 1952, this did not dis- 
pose of the case. Applying general tax 
principles, a company trading in stocks 
and shares had to bring in, as part of the 
profits of its trade for assessment to tax, 
a capital distribution paid by way of 
dividend by a United Kingdom com- 
pany, in the same way as such a com- 
pany had to bring in profits made by it 
in dealings which in the hands of a non- 
trader would be capital profits. The capi- 
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tal distributions in question were the 
fruit of the stock-in-trade of the two 
finance companies, whose trade con- 
sisted in dealing in stocks and shares for 
profit; therefore, when the dividends 
were received by the companies, they 
must be brought into account as part of 
the revenue profits of their trade. Sec- 
tion 184 was not a “Schedule”? which 
charged dividends to tax so that they 
could not be charged in any circum- 
stances under any other Schedule, but a 
machinery and administrative provision 
directed solely to the case where a com- 
pany was paying a dividend out of profits 
charged to tax. The circumstances were 
different from those which obtained in 
Hughes v. Bank of New Zealand (1938) 
21 T.C. 472 (where certain dividends 
were exempted from taxation by legis- 
lation), and in Thompson vy. Trust and 
Loan Company of Canada (1932) 16 T.C. 
394 (where the dividends paid, having 
suffered tax by deduction under Schedule 
C, could not properly be included under 
Schedule D). 

(ii) By Section 510 of the Income Tax 
Act, 1952, the agreements which the 
Inspectors of Taxes had come to with 
the companies were to be treated as if 
they had been the determination of an 
appeal; and by Section 50 (2) of the Act 
an appeal was final, save in so far as 
was otherwise provided by the sub- 
Section. Accordingly, the matters in 
dispute could not be relitigated by the 
Crown under the guise of additional 
assessments following a “discovery” 
under Section 41 of the Act because the 
Inspectors had changed their minds— 
see Commercial Structures Ltd. v. 
Briggs (1948) 30 T.C. 487; and, in so 
far as the dividends were taxed by 
means of additional assessments made 
after agreement, the additional assess- 
ments were invalid. 


Summary: (i) The capital distribu- 
tions were chargeable to tax in the hands 
of the finance companies, but (ii) the 
additional assessments were not com- 
petent in respect of years for which 
agreements had been made between the 
companies and the Inspectors of Taxes 
within Section 510 of the Act of 1952. 


Income Tax—Employee’s Living 
Accommodation 

The Issues: (i) Whether, in the cir- 
cumstances of the case, the difference 
between the rent paid by a company for 
the lease of a flat and the rent charged 
an employee living in the flat for the 
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better performance of his duties con- 
stituted an emolument of the taxpayer’s 
office within Section 161 (1) of the In- 
come Tax Act, 1952, and, if so, 

(ii) Whether the difference, or any 
part of it, was an allowable deduction 
from the employee’s taxable income 
under Schedule E. (Income Tax Act, 
1952, Sections 27, 137, 161 (1) (3), 
Schedule IX, rule 7.) 


The Facts: In McKie v. Warner (Ch. 
1961, 3 All E.R. 348), a company 
appointed one of its employees (the 
taxpayer) as export sales supervisor. It 
was considered essential for the satis- 
factory performance of his duties that 
the taxpayer should reside in London, 
and he was instructed to look out for a 
flat which suited him. One having been 
found, the company took a lease of it at 
a yearly rent of £500, plus an additional 
rent equal to the excess of the rates over 
the sum of £64 6s. 9d. per half year. It 
then rented the flat to the taxpayer—a 
married man with children—for £150 
per annum, that being the sum which the 
company considered proper having 
regard to the salary he was receiving. It 
was part of the taxpayer’s duties to 
entertain at the flat foreign buyers 
visiting this country, and a room was 
available for visitors wishing to stop 
there overnight, although it was also 
used from time to time by a member of 
the employee’s family. As from Septem- 
ber 1, 1952, the employee was paid £250 
per annum as a contribution towards his 
expenses of entertaining and accommo- 
dating buyers, which exceeded that 
figure. The lease of the flat contained a 
covenant by the company not to use or 
occupy the premises for any other pur- 
poses than as a private residence for the 
occupation of the taxpayer and mem- 
bers of his family only, and such other 
persons as might be approved by the 
landlords. The taxpayer was assessed 
for the years ended April 5, 1953, to 
April 5, 1957, inclusive, in respect of, 
inter alia, emoluments of £350 a year 
arising from his occupation of the flat. 
He appealed, and the General Commis- 
sioners held that (i) the £350 a year was 
properly assessed on him and was not 
exempted by Section 161 (3) of the In- 
come Tax Act, 1952 (which relates to the 
provision of living accommodation for 
an employee in part of the business 
premises of a body corporate), but (ii) 
the £350 was an allowable deduction 
under rule 7 of Schedule IX to the Act 
of 1952 as an expense wholly, exclu- 
sively and necessarily incurred by the 
taxpayer in the performance of his 
duties. The Crown appealed. 
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The Judgment: Plowman, J., said the 
words “or of other benefits or facilities”’ 
in Section 161 (1) of the Income Tax 
Act, 1952, did not limit the generality of 
the earlier part of the sub-Section (which 
deals with the provision of living or 
other accommodation) so as to confine 
it to a case in which such accommoda- 
tion in fact provided a benefit for the 
employee in question. If living or other 
accommodation was provided by a 
body corporate, it must be a benefit 
within the meaning of the sub-Section, 
irrespective of the facts relating to it 
(but see sub-Section (3) ). The Commis- 
sioners’ first finding was correct but 
their second finding was incorrect. In 
order to succeed in a claim under rule 7 
of Schedule IX the taxpayer had to 
prove, first of all, that the expense was 
one which he was necessarily obliged to 
incur and, secondly, that it was incurred 
wholly, exclusively and necessarily in the 
performance of his duties. The test, as 
stated by Donovan, L.J., in Brown v. 
Bullock [1961] 3 All E.R. 129 (see page 
567 of this issue of ACCOUNTANCY), was 
not whether the employer imposed the 
expense, but whether the duties did, in 
the sense that, irrespective of what the 
employer might prescribe, the duties 
could not be performed without in- 
curring the particular outlay. The 
expression “in the performance of the 
said duties’ in rule 7 of Schedule IX 
had quite a different connotation from 
the words “for the purposes of” in 
Section 137 relating to Schedule D 
expenses, and meant that the sum in 
question must be defrayed in the actual 
discharge of the duties—‘“in doing the 
work of the office” (per Rowlatt, J., in 
Nolder v. Walters (1930) 15 T.C. 380, 
387). The taxpayer was not performing 
the duties of export sales supervisor by 
living in the flat, and there were days 
and nights when he was off duty and 
the flat was simply his home. Although 
there were occasions when it was his 
duty to entertain customers or potential 
customers of his employers, for a great 
part of the time he was not doing the 
work of his employment by being in the 
flat at all. Therefore the expenses (the 
£350 per annum) were not allowable 
deductions from his emoluments. 


Summary: (i) The difference of £350 
between the true rent of the flat and the 
rent charged to the taxpayer was deemed 
to have been an expense incurred by the 
taxpayer and repaid to him by the com- 
pany. It was an emolument of his office 
within Section 161 (1) of the Income Tax 
Act, 1952. But (ii) the expense was not 
deductible under rule 7 of Schedule IX 
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D oes you ” <¢ i i en t know? that Life Assurance and Retirement 


Pensions can now be linked to Britain’s industrial prosperity through the medium of two 


schemes operated by 
British Shareholders Trust 


A Unit Trust, authorized by the Board of Trade, whose funds, amounting to nearly £7,000,000, are invested in a balanced 
portfolio of more than ninety first-class companies representing an excellent cross-section of British Industry. 


THE EXECUTIVE SAVING SCHEME provides a special kind of Endowment Assurance policy, not for a fixed cash 
sum, but for a block of B.S.T. units. Payment is made by an initial premium of 25 per cent. of the cost of the units at 
the outset and subsequent premiums over an agreed number of years (usually not less than twelve). As with a normal 
insurance policy, the premiums attract the statutory income tax relief and the policy may be drawn up under the 
Married Women’s Property Act, so as to minimize Estate Duty. 


THE UNIT RETIREMENT SCHEME. An Endowment Assurance Policy is effected in terms of B.S.T. units to a 
value not exceeding that part of a member’s retirement benefit which it is expected may be commuted on retirement 
(i.e. normally one-quarter of the whole of his retirement benefits excluding National Insurance). The number of units 
secured annually will be calculated on the basis of the price ruling from time to time over the period of membership; 
these units will be transferred, free of expense, to the member on his retirement and under present regulations there 


would be no liability thereon to income tax or surtax. 


B.S.T. units offer the prospect of steady long-term capital appreciation. They were first offered for sale at 10s. in 
November, 1958; the offer price on 11th September 1961 was 14s. 5d. representing an appreciation of 44-16 per cent., 
to yield 4-07 per cent. gross per annum. 

FULL DETAILS OF THE ABOVE MAY BE OBTAINED FROM THE MANAGERS 


PHILIP HILL, HIGGINSON, ERLANGERS LIMITED, 34 Moorgate, London, EC2 
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because it was not wholly, exclusively 
and necessarily incurred in the per- 
formance of the taxpayer’s duties, as the 
flat was also his home when not on 
duty. 


Income Tax—Schedule E Expenses 


The Issue: Whether subscriptions paid 
to two clubs, directly or indirectly, by a 
bank in respect of a branch manager’s 
membership of those clubs were, in the 
circumstances of the case, allowable 
deductions from the emoluments of the 
branch manager’s office. (Income Tax 
Act, 1952, Section 137 (a), Schedule 
IX, rule 7.) 


The Facts: In Brown y. Bullock (C.A. 
1961, 1 W.L.R. 1095; 1961, 3 All E.R. 
129—previously noted in ACCOUNTANCY 
for February, 1961, page 97) the tax- 
payer, who was a bank manager, was 
instructed by the bank employing him to 
foster local contacts and to join the 
club or clubs best suited to that purpose. 
If a prospective manager of the bank 
refused to join a club, his refusal would 
not be accepted without very good 
reason, since membership was virtually 
a condition or requisite of a managerial 
appointment. On appointment as mana- 
ger of a particular branch the taxpayer 
joined the Devonshire Club, of which 
his predecessors had been members for 
forty years, and the bank itself paid his 
entrance fee and annual subscription, 
amounting to £21, direct to that club. 
The bank also reimbursed half the 
manager’s annual subscription of £12 
12s. (which he paid himself) to the 
Royal Automobile Club; membership 
of the latter entitled the manager to 
use also the country club, where he 
played golf. Apart from that the mana- 
ger rarely used the clubs except for 
entertaining customers of the bank 
about six times a month and for keeping 
in touch with customers. Although he 
was entitled to use all the facilities of 
both clubs, as a matter of personal 
preference and for reasons of economy 
he would not have lunched there had 
there been no business reasons for 
doing so. 

The taxpayer appealed against an 
additional assessment under Schedule E 
made on him for the year 1954/55 in the 
sum of £27, being the proportion of the 
annual club subscriptions paid by the 
bank directly or indirectly on his behalf. 
It was not disputed by the parties that 
that part of the subscriptions consti- 
tuted an emolument of the taxpayer’s 
office or employment. The sole question 
for determination was whether, in 


arriving at the amount of the emolu- 
ments to be assessed under Schedule E, 
the deduction of the portion of the club 
subscriptions paid by the bank (that is, 
the £27) was allowable under Rule 7 of 
Schedule IX to the Income Tax Act, 
1952, as an expense “wholly, exclu- 
sively and necessarily [incurred] in the 
performance of the . . . duties.”” The 
General Commissioners held _ that, 
although the taxpayer was necessarily 
obliged to incur the expense of the club 
subscriptions, such expenditure was not 
wholly, exclusively and necessarily made 
in the performance of his duties as bank 
manager, as there was some element of 
personal benefit involved. Danckwerts, 
J., upheld the finding of the Commis- 
sioners, and the taxpayer appealed. 


The Decision: The subscriptions to 
the two clubs were not deductible from 
the emoluments of the taxpayer’s office 
under Schedule E, since they were not 
paid in the performance of the tax- 
payer’s duties as bank manager, but 
because, in the opinion of the taxpayer’s 
employers, membership of the clubs in 
question gave their manager a desirable 
social status. Accordingly, the subscrip- 
tions did not fall within Rule 7 of Sche- 
dule IX to the Income Tax Act, 1952. 
Per Lord Evershed, M.R.: “It is im- 
possible, as it were, to cut up the uses a 
man may make of a club like the 
Devonshire Club [and] to say that on a 
particular occasion when he is having 
lunch with a particular person he is in 
fact using the club as bank manager, 
while on other occasions he is just hav- 
ing lunch because it is his lunch-time 
and he has nowhere else to go. The fact 
is that he acquires the status of a mem- 
ber of the Devonshire Club and he has 
the amenities of the club, of which he 
may or may not take advantage as 
occasions may arise.”” Per Donovan, 
L.J.: “The test is not simply whether 
the employer imposes the expense, but 
primarily whether the taxpayer’s duties 
do so, in the sense that irrespective of 
what the employer may prescribe the 
duties themselves involve the particular 
outlay.”” That followed from the deci- 
sion of the House of Lords in Ricketts v. 
Colquhoun (1926) 10 T.C. 118. 


Summary: The taxpayer had not 
shown that the subscriptions to the two 
clubs were expenses “necessarily” in- 
curred by him “in the performance”’ of 
his duties as bank manager. Conse- 
quently they were not allowable deduc- 
tions for the purposes of Rule 7 of 
Schedule IX to the Income Tax Act, 
1952. 


Estate Duty—Settled Property 

The Issue: In 1914 freehold and lease- 
hold property was settled on various 
trusts. The deceased was entitled under 
the settlement to a rentcharge of £200 a 
year, and her husband was entitled, 
subject thereto and subject also to 
certain paramount limitations, to the 
property absolutely. In 1916 the hus- 
band died and duty was paid on the 
whole of the settled property other than 
a nominal amount sufficient to produce 
the yearly rentcharge of £200. The hus- 
band left his residuary estate to the de- 
ceased, and included in the residue was 
his interest in the ultimate trust under the 
settlement of 1914. In 1923 the deceased 
sub-settled her terminable and defeasible 
interests in the settled estates. On her 
death in 1957 the question arose whether 
any, and if so what, duty was payable, 
having regard to the exempting provi- 
sions of Section 5 (2) of the Finance 
Act, 1894, as amended. (Customs and 
Inland Revenue Act, 1889, Section 6— 
Finance Act, 1894, Sections 1, 2 (1) (4), 
5 (2), 7 (10), 16 (3), 21 (1), 22 (1) @), 
Schedule 1, paragraphs 3, 4, 5—Finance 
Act, 1898, Section 13—Finance Act, 
1914, Section 14.) 


The Facts: In Coutts and Company 
(Stanhope’s Trustees) C.I.R. (Ch. 
1961, T.R. 151), a marriage settlement 
of certain property was made in 1914. 
Under the settlement the deceased was 
entitled during the joint lives of herself 
and her husband to a yearly rentcharge 
of £200. Subject thereto, the husband 
was given a life interest in the property. 
In the event of his dying before the 
deceased, her rentcharge was to be 
enlarged to £1,500 a year, but reduced 
to £1,000 a year on remarriage. Subject 
thereto, and to the paramount limita- 
tions above referred to, the property was 
to be held in trust for the husband 
absolutely. The husband died in 1916 
leaving his residuary estate to the 
deceased, including his interest in the 
ultimate trust in remainder contained in 
the 1914 settlement. On his death duty 
was paid on the whole of the settled 
property subject to a deduction from 
the principal value of a nominal amount 
sufficient to produce the £200 yearly 
rentcharge. The deceased remarried in 
1917, and in 1923 she sub-settled her 
terminable and defeasible interests 
under the earlier settlement. Under this 
sub-settlement she received for life all 
the income of the property settled in 
1914. In 1931 she remarried again, and 
in 1957 she died. The whole of the in- 
come from the settled property then 
became payable, under the settlement of 
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1923, to the deceased’s daughter for 
life. 

The Revenue claimed estate duty 
under the 1923 settlement in respect of 
an absolute interest (subject only to the 
paramount limitations) in all the pro- 
perty held on the trusts of the 1914 
settlement, or, alternatively, in respect 
of a slice of the settled property repre- 
senting the £200 a year rentcharge, on 
which duty had not been paid previously. 
Closely related to this claim was the 
question whether Section 5 (2) of the 
Finance Act, 1894, as amended by 
Section 13 of the Finance Act, 1898, 
applied to the case. This Section (as 
amended) provides as follows: 

If estate duty has already been paid in 
respect of any settled property since the 
date of the settlement, the estate duty shall 
not, nor shall any of the duties men- 
tioned in the fifth paragraph of the First 
Schedule to this Act, be payable in res- 
pect thereof, until the death of a person 
who was at the time of his death or had 
been at any time during the continuance 
of the settlement competent to dispose of 
such property, and who, if on his death 
subsequent limitations under the settle- 
ment take effect in respect of such pro- 
perty, was sui juris at the time of his 
death or had been sui juris at any time 
while so competent to dispose of the 
property. 


The Judgment: Buckley, J., said 
“settled property” was defined in 
Section 22 (1) (A) of the Finance Act, 
1894, as meaning property comprised in 
a settlement, and Section 5 (2) of the 
Act must be interpreted accordingly. In 
the present case the settled estates were 
clearly settled property at the death of 
the first husband by virtue of the settle- 
ment of 1914, and estate duty had then 
been paid. The event which put an end 
to the exempting effect of Section 5 (2) 
was the death of a person “competent 
to dispose of” the settled property; but 
it did not follow, because enjoyment of 
the whole of the income from settled 
property changed hands on the de- 
ceased’s death, that the settled estates 
thereupon passed for the purposes of 
the Act of 1894 so that duty was 
exigible. To ascertain what in fact had 
passed it was necessary to look at the 
trust instrument—or, if there was no 
trust instrument, at the relevant cir- 
cumstances—to discover what property 
had changed hands by operation of law. 
It was true that the deceased was until 
1923 competent to dispose of her ter- 
minable and defeasible interests under 
the settlement of 1914, and that she did 
in fact dispose of them by the sub- 
settlement of 1923, but this competence 


ceased upon her making that settlement. 
On the other hand, she was not at any 
time competent to dispose of the settled 
estates. The case of C.I.R. v. Priestley 
[1901] A.C. 208 was authority for the 
view that duty, the amount of which was 
ascertained by reference to the value of 
an interest in settled property which 
was less than the whole beneficial 
interest in that property, was none the 
less properly described as paid “in 
respect of” the settled property. In 
consequence of the settlement in 1923 of 
the deceased’s qualified interests in the 
settled estates, a claim for duty would, 
unless Section 5 (2) of the Act of 1894 
were applicable, have arisen on her 
death in relation to the interests com- 
prised in that settlement. If that duty 
could properly be described as payable 
“in respect of” the settled estates, 
exemption would be available under 
Section 5 (2). On the authority of 
C.I.R. v. Priestley the duty in question 
could be properly so described, and the 
claim for exemption was therefore well 
founded. A distinction was to be drawn, 
however, between a case in which duty 
was paid in relation to an interest 
which, although less than the full bene- 
ficial interests, extended to the whole 
corpus of the settled property, and a 
case where duty was paid in relation to 
part only of the settled property. The 
present case fell within the latter class, 
and a slice of the settled property 
representing the rentcharge of £200 a 
year was not exempt. 


Summary: The settled property was 
exempt from estate duty under Section 
5 (2) (as amended) of the Finance Act, 
1894, on the deceased’s death in 1957; 
but a slice of that property representing 
the yearly rentcharge of £200 was not so 
exempt. 


Stamp Duty—Series of Transactions 


The Issues: (i) Whether, in the cir- 
cumstances of the case, a deed of 
exchange of property was a “conveyance 
on sale’”’ within the definition in Section 
54 of and Schedule I to the Stamp Act, 


’ 1891, so as to be chargeable with ad 


valorem stamp duty under the head 
“conveyance or transfer on sale” in 
Schedule I; and 

(ii) whether, in the circumstances of 
the case, a deed of assignment of a 
leasehold interest in property was liable 
to ad valorem duty under that Act (Stamp 
Act, 1891, Sections 6, 12, 54, 55, 56, 57, 
62, Schedule I—Finance (1909-10) Act, 
1910, Sections 73, 74—Law of Property 
Act, 1925, Section 205 (1) (ii}—Finance 


Act, 1930, Section 42—Finance Act, 
1938, Section 50). 


The Facts: In Littlewoods Mail Order 
Stores Ltd. »v. C.LR. (C.A. 1961, 3 
W.L.R. 509; 1961, 3 All E.R. 258— 
previously noted in ACCOUNTANCY for 
March, 1961, page 166), a friendly 
society owned certain property subject 
to a lease for 99 years from June, 1947, at 
an annual rent of £23,444, in favour of 
L company. On December 8, 1958, the 
society granted to L company a lease of 
the property for 22 years and 10 days, 
at an annual rent of £6. This operated 
as a surrender of the 99-year lease. On 
December 9, L company assigned the 
22-year-10-day lease to F company, 
which was a wholly-owned subsidiary 
of L company. On December 10, F 
company granted to L company an 
underlease of the property for 22 years 
at an annual rent of £42,450. On 
December 11, the society and F com- 
pany executed a deed called a deed of 
exchange whereby F company assigned 
to the society the 22-year-10-day lease, 
subject to and with the benefit of the 
22-year underlease, and the society 
conveyed to F company the fee simple 
of the property subject to and with the 
benefit of the 22-year-10-day lease. On 
December 12, F company executed a 
deed guaranteeing the payment to the 
society by L company of the annual 
rent of £42,450 reserved by the 22-year 
underlease and charging its freehold 
reversion with payment thereof. On 
December 13 L company, by deed, 
indemnified the society against payment 
of stamp duty and penalties. 

The above series of transactions was 
designed to save payment of greater 
stamp duty. L company presented the 
six deeds to the Commissioners of 
Inland Revenue for adjudication of 
stamp duty under Section 12 of the 
Stamp Act, 1891. It did not object to 
the assessment of duty in respect of 
four of the deeds, but was dissatisfied 
with the assessments made in respect 
of the other two. It contended (i) that 
the deed of exchange of December 11 
should be assessed under the heading in 
Schedule I to the Act of 1891 “exchange 
or excambion”’ liable to stamp duty of 
10s., and not under the heading “‘con- 
veyance or transfer on sale” which 
attracts ad valorem duty; and (ii) that 
the deed of assignment dated December 
9 was exempted from stamp duty by 
Section 42 of the Finance Act, 1930, and 
was not deprived of that exemption by 
Section 50 of the Finance Act, 1938. 
Section 42 of the Finance Act, 1930, so 
far as relevant, provides as follows: 
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(1) Stamp duty under the heading ““Con- 
veyance or Transfer on Sale” in the First 
Schedule to the Stamp Act, 1891, shall 
not be chargeable on an instrument to 
which this Section applies. ... (2) This 
Section applies to any instrument as 
respects which it is shown to the satis- 
faction of the Commissioners of Inland 
Revenue—(a) that the effect thereof is to 
convey or transfer a beneficial interest in 
property from one company with limited 
liability to another such company; and 
(6) that either—{i) one of the companies 
is beneficial owner of not less than ninety 
per cent. of the issued share capital of the 
other company. ... 


Section 50 of the Act of 1938, so far as 

relevant, states that: 
(1) Section 42 of the Finance Act, 
1930...shall not apply to any such 
instrument, unless it is shown to the 
satisfaction of the Commissioners of 
Inland Revenue that the instrument was 
not executed in pursuance of or in con- 
nection with an arrangement where- 
under—{a) the consideration for the 
transfer or conveyance was to be pro- 
vided directly or indirectly by a person 
other than a company which at the time 
of the execution of the instrument was 
associated with either the transferor or 
the transferee; or (6) the beneficial 
interest in the property was previously 
conveyed or transferred directly or 
indirectly by such a person as aforesaid. 


The Judgment: (i) The deed of ex- 
change of December 11 was not liable 
to ad valorem duty as a “conveyance or 
transfer on sale” within the meaning of 
Schedule I to the Act of 1891, since, 
whether or not it was an exchange 
within the meaning of Section 54 and 
Schedule I, it was not a sale of the 
freehold. Applying the ordinary stand- 
ards to determine what was a “sale’’, 
the transaction lacked the essential 
characteristics of the presence of a 
buyer, a seller, something sold and a 
price or consideration for what was 
sold. Duty was leviable on instruments, 
not transactions, but what had to be 
ascertained was what was in reality the 
substance of the transaction effected by 
the instrument (Observations of Vis- 
count Simonds in Escoigne Properties 
Ltd. v. C.I.R. [1958] A.C. 549, 558, and 
of Lopez, L.J., in Great Western Rail- 
way Co. v. C.I.R. [1894] 1 Q.B. 507, 
applied). 

(ii) The deed of assignment of 
December 9 was liable to ad valorem 
duty, because the words “previously 
conveyed” in Section 50 (1) (6) of the 
Finance Act, 1938, comprehended the 
grant of a lease, and the assignment was 
therefore excluded from the exemption 
from voluntary disposition duty under 


Section 74 of the Finance (1909-10) 
Act, 1910, enacted by Section 42 (1) of 
the Finance Act, 1930. Per Harman, 
L.J.: The principle that different statutes, 
passed at different times, should, when 
forming a long series of enactments in 
pari materia, be construed together as 
explanatory of each other must not be 
pressed too far. In the present case the 
distinction between “lease” and “‘con- 
veyance” drawn in the Act of 1891 
ought not to be carried into the con- 
struction of the word “conveyance” in 


Tax Cases— 
Advance Notes 


House oF Lorps (Lord Reid, Lord 
Cohen, Lord Hodson and Lord Guest). 
C.LR. ». J. B. Hodge & Co. (Glasgow) 
Ltd. July 13, 1961. 

The House of Lords allowed this 
appeal by the Revenue from the decision 
of the Court of Session, and held that a 
distribution charge for profits tax could 
be made on the liquidation of a com- 
pany which had previously transferred 
its trade in consideration of the shares 
in another company, even though an 
election had been made under the 
Finance Act, 1947, Section 36 (4). 


CHANCERY Division (Plowman, J.). 
Jamieson vy. C.1.R., Wills v. C.LR. 
July 13, 1961. 

Up to and including the year 1957/58 
a settlement for the benefit of the infant 
children of the settlor had to be treated 
as revocable if it could be determined in 
favour of anyone other than a child of 
the settlor, or the wife, husband or issue 
of such a child (Income Tax Act, 1952, 
Section 399). For 1958/59 and later years 
a settlement is so revocable only if it can 
be determined in favour of the settlor or 
the husband or wife of the settlor 
(Finance Act, 1958, Section 20 (5) ). 

The appellant made a settlement in 
1950 in which the trustees were given 
the power to apply for the benefit of the 
issue of the settlor, or the wives, hus- 
bands, widows or widowers of such 
issue, such shares in the trust fund as the 
trustees at their own discretion should 
appoint. The Court held that, this being 
so, the settlement was revocable in the 
years 1955/56, 1956/57 and 1957/58, 
even though the trustees had never 
exercised their power of appointment. 
It followed that for these years the in- 
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Section 50 of the Act of 1938 (Dictum of 
Viscount Simonds in Fendoch Investment 
Trust Co. v. C.I.R. (1945) 27 T.C. 53 
applied). 


Summary: (i) The deed of exchange 
was not a “conveyance on sale”’ and was 
not subject to ad valorem stamp duty; 
but (ii) the deed of assignment was 
liable to ad valorem duty, being excluded 
from the exemption enacted by Section 
42 (1) of the Finance Act, 1930, by 
Section 50 of the Finance Act, 1938. 


come of the trust funds had to be treated 
as being income of the settlor, even 
though it had been accumulated through- 
out the period. 


Coates v. Holker Estates Co. July 18, 
1961. 

The respondent company managed 
woodlands, which it occupied on a 
commercial basis with a view to the 
realisation of profits. It had elected to 
be assessed under Schedule D. On 
August 3, 1954, the company conveyed 
the woodlands to a purchaser, and 
ceased to manage them itself. The grow- 
ing timber had never been treated as 
trading stock in the company’s accounts, 
but for the year 1954/55 the Revenue 
raised an assessment on the company on 
the basis that it was trading stock, to be 
valued on the discontinuance according 
to the Income Tax Act, 1952, Section 
143. The Court held that for the pur- 
poses of this Section the company was 
not carrying on a trade, and that, even 
if it were, the growing timber was not 
trading stock. 


Subscriptions to 
ACCOUNTANCY 
Schedule E expenses 


A member of the Institute of 
Chartered Accountants in England 
and Wales who qualifies for relief 
under Section 16, Finance Act, 
1958, is entitled to have his annua) 
subscription to ACCOUNTANCY 
allowed as a deduction from his 
emoluments assessable under Sche- 
dule E. A subscription form for 
ACCOUNTANCY will be found on 
page iii of this issue. 
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The Month in the City 


The Funds in Favour 

If one had to choose a word to charac- 
terise the attitude of British investors in 
recent weeks, it would probably be 
“restraint.” There have been a few 
exceptions, such as the rather ridiculous 
flurry in Channel Tunnel shares; and on 
some days there were large movements 
in many prices, but that was a result of 
the refusal of jobbers to go longer or 
shorter than was necessary. The ten- 
dency for the Funds to rise while 
equities fell, which began immediately 
after the August Bank Holiday, con- 
tinued until after the middle of the 
month. Then the whole market, in- 
cluding sterling, was hit by develop- 
ments in the Berlin situation and other 
factors, and prices fell continuously for 
a whole week. In the almost equally 
general recovery, while other sections 
failed to make good the loss, the Funds 
rose to their best level for some time— 
partly as a consequence of Continental 
buying, particularly of War Loan. The 
net changes over the past four weeks or 
so in the indices of the Financial Times 
are a rise of some 34 per cent. in the 
Funds, a fall of about 24 per cent. in 
equities and stability in gold shares, with 
other commodity shares following the 
course of commodity prices—in the 
case of tin, a spectacular rise followed 
by a considerable fall. The margin 
between the yield on Old Consols and 
that on the industrial ordinary shares of 
the Financial Times index narrowed once 
more from 1.93 to 1.42 points. The 
improvement in other types of fixed 
interest securities was notably less than 
that in the Funds. 


Saving and Liquidity 

August brought the usual seasonal 
falling off in the volume of new issues 
—although large calis had to be paid on 
those made earlier—and a decline in the 
activity of the unit trust movement. As 
the holiday weeks passed, it became 
evident that national savings were not 
doing nearly as well as a year ago. It is 
too early to say how the Chancellor’s 
measures have affected the spending 
spree, but there is reason to suppose 
that more has been spent on holidays 
than last year. Nonetheless, a number of 


recent issues of debentures have gone 
fairly well, and a further group of con- 
siderable dimensions is on the way. As 
a reflection of the trouble in Berlin, the 
war risk clause has come back into an 
underwriting contract, namely, that of 
the £74 million offer of 6} per cent. 
debentures by Courage Barclay Simonds. 
This issue was made at 99 and carried 
what looked like attractive options to 
convert into equity shares in two, three 
or four years’ time. Incidentally, it was 
made solely to repay bank advances. 
While the squeeze continues, other 
issues are likely for the same purpose. 
No very useful conclusion can be 
drawn from the fall in small savings, 
since its effect may well be outweighed 
by increases under other heads, but 
there is certainly no evidence of an 
excess of money seeking long-term 
investment. Indeed, it is clear that a 
good deal of money is seeking invest- 
ment in “shorts”, notably in local 
authority seven-day loans, which now 
yield 74 per cent. By and large, numbers 
of investors, including some at least of 
the institutions, are waiting to see how 
the cat will jump as regards both inter- 
national tension and the reaction of 
organised labour to the wage pause— 
and of the Cabinet to whatever action 
labour may take. It is significant that 
some of those who supported the 
Chancellor in his drastic action are 
already beginning to suggest that it has 
met with so marked a degree of success 
that the time for some relaxation has 
perhaps already come. 


Strength of Sterling 
Certainly sterling is strong, and balances 


have begun to flow back to London in 
considerable quantity. On the basis of 
the figures of the gold and convertible 
currency reserves, and of what is known 
of transfers between national banks and 
the draft on the I.M.F., the sterling area 
had a substantial favourable balance on 
normal account in August, against the 
very heavy losses of July. More impor- 
tant, unless something has gone badly 
wrong with the normal “leads and 
lags” between shipment of goods and 
payment for them, there was probably 
a surplus once more on normal trade 
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and invisibles as long ago as July, 
since when there may have been a 
further improvement. Some adjustment 
in pressures in the short market for 
money may be permissible, but the 
improvement in the balance results 
solely from the reduction in imports, 
which may cease at any time, while the 
reduction in domestic industrial costs 
which is needed for increased exports 
seems as distant as ever. This is not a 
matter in which at present it is possible 
to rely on the co-operation of both 
sides of industry. The really important 
question for the investor, and for 
others, both at home and abroad, con- 
cerned with a reasonable stability of 
the currency, remains whether the 
authorities will pursue the policy of a 
pause in spending, if not in incomes, 
through to the point at which exporting 
becomes attractive to British producers 
and British prices, types of goods and 
delivery dates suit our possible cus- 
tomers. 


International Markets 

The opportunities for residents here to 
invest in securities of foreign com- 
panies, and in unit trusts holding such 
investments, continue to expand, as 
does the quotation of British securities 
on other bourses. Entry into the 
Common Market would presumably 
greatly increase these opportunities. 
Finance over the whole area of the 
Market would be most readily obtained 
by those companies showing the greatest 
growth potential, which is likely to 
depend on the quality of management. 
Meanwhile, a conference of European 
stock exchanges is to be held in London 
on October 12, at which, it is believed, 
the principal business will be a proposal 
to set up a formal association to link 
the exchanges together. Exploratory 
conversations will, presumably, precede 
the formal meeting. In the short run, 
however, nothing very ambitious in the 
field of assimilation of practice seems 
possible. 

London, in particular, differs widely 
from most of the European bourses, and 
there is a general belief that dealing 
here is more expensive than in Con- 
tinental centres. If and when we join the 
Common Market, it would be well to 
seek some closer approximation of 
conditions between the major ex- 
changes, if only to ensure that each 
exchange had a fair share of business. 
In particular, it seems that the 2 per 
cent. stamp duty would be a hindrance 
to a large increase in business on the 
British exchanges. 
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Points From Published Accounts 


Writing up the Book Value of Investments 
Balance sheets contain a hopeless con- 
fusion of costs past, present and future. 
Only in the broadest sense do they pro- 
vide what people think they provide—a 
statement of assets and liabilities. The 
balance sheet value of fixed assets, such 
as land and buildings and plant and 
machinery, generally bears little relation 
either to their current replacement cost 
or to their market or break-up value. It 
is merely a mixture of costs incurred at 
various times past, when the value of the 
£ was probably very different from what 
it is today. Surprisingly few laymen are 
aware of this, and little is done by the 
majority of companies to assist share- 
holders to a clearer understanding. 

Occasionally, however, the matter is 
drawn to members’ attention more 
forcibly. It may be that a trade invest- 
ment which has stood in the books for 
twenty or thirty years at £1,000 is sud- 
denly sold for £250,000. Everyone 
immediately becomes interested. ““Why 
didn’t the balance sheet disclose this?” 
they ask, with every justification. 

Recommendation on Accounting 
Principles No. 20 of The Institute of 
Chartered Accountants in England and 
Wales has this to say on the matter: 

Exceptional circumstances may arise in 
which an undertaking, wherein an im- 
portant trade investment is held, has 
retained and accumulated profits on such 
a scale that the income which reaches the 
investor company and the amount at 
which the investment is carried in the 
accounts are a wholly inadequate reflec- 
tion of the value of the investment, 
although this fact is not apparent from 
the trade investments item in the balance 
sheet or from the accounts as a whole. In 
such circumstances consideration should 
be given to the question whether the 
relative importance of the matter is such 
that without some explanation in the 
accounts they would fail to show a fair 
view. 

There is no suggestion, however, that 
there should be any writing up of the 
book value of the investment in ques- 
tion. But the Globe Telegraph and Trust 


Co. Ltd., faced with this problem in 
regard to its investment in the Cables 
Investment Trust Ltd., has adopted that 
course, writing up the book value of 
that investment from £1,335,000 to £6 
million—the amount of the increase, 


£4,665,000, being added to capital 
reserve. Something certainly needs to be 
done in a case of this sort. Whether the 
“opinion of the directors” is a proper 
alternative to a professional valuation is 
another question. 


THE GLOBE TELEGRAPH AND TRUST COMPANY LIMITED 
PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 30th JUNE, 1961 


RECEIPTS :— 
Income (gross) from Investments 
Interest and Underwriting Commissions 


Total Receipts 
EXPENSES :— 
General Administration Expenses 
Directors’ Remuneration 


Debenture Interest 


Total Expenses 


EARNINGS FOR THE YEAR BEFORE PROVIDING FOR TAXATION .. 


TAXATION ON THE EARNINGS FOR THE YEAR:— 


Income Tax 
Profits Tax 


Total Taxation 


EARNINGS FOR THE YEAR AFTER PROVIDING FOR TAXATION 
BALANCE BROUGHT FORWARD FROM PREVIOUS ACCOUNT .. 
Additional Relief from income tax in respect of Overseas Taxation 


attributable to previous years 


ToTAL SuM AVAILABLE 


APPROPRIATIONS :— 


Previous 
Year 
1959/60 
£ £ 

1,580,864 1,404,199 
13,765 7,578 
1,594,629 1,411,777 
40,996 38,403 
9,800 9,800 
141,708 141,708 
+ 192,504 189,911 
1,402,125 1,221,866 
541,012 475,637 
28,500 25,000 
569,512 500,637 
832,613 721,229 
437,442 351,179 
— 43,784 


£1,270,055 £1,116,192 


Dividends paid or proposed, less Income Tax:— 


Interim dividend of 24 pence per 5s. unit of Stock ‘ 
Proposed final dividend of 34 pence per 5s. unit of Stock . 


Amount transferred to General Reserve 


Balance carried forward as shown by Balance Sheet ' 


178,646 178,646 
325,136 250,104 
503,782 428,750 
250,000 250,000 
516,273 437,442 


£1,270,055 £1,116,192 
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CAPITAL :— 
Authorised— 
Ordinary Stock 
3,600,000 Shares of 5s. each 


Issued— 
Ordinary Stock (transfer- 
able in units of 5s.) 
SHARE PREMIUM ACCOUNT :— 
Balance as at 30th June, 1960 
Deduct — Amount capi- 
talized on the 4th Novem- 
ber, 1960 (see Directors’ 
Report) 


Add— Premium (£700,000) 
arising from the issue of 
2,800,000 shares, less the 
expenses (£6,995) of the 
share issues 


CAPITAL RESERVE:— 
Balance as at 30th June, 1960 
Deduct — Amount capi- 
talized on the 4th Novem- 
ber, 1960 (see Directors’ 
Report) 


Add — Surplus arising from 
the writing up of the book 
value of £2,400,000 Ordi- 
nary Stock of Cables In- 
vestment Trust Limited .. 


REVENUE RESERVE AND UNAP- 
PROPRIATED EARNINGS :— 
General Reserve:— 
Balance as at 30th June, 
1960 
Deduct — Amount capi- 
talized on the 4th Novem- 
ber, 1960 (see Directors’ 


Report) 


Add—Amount ~ 
out of earnings 


Profit and Loss Account 


4°% REDEEMABLE DEBENTURE 
STOCK :— 

Secured by Trust Deed dated 
lst December, 1950, and 
maturing 30th September, 
1980—redeemable by the 
Company at any time on or 
after 30th September, 1975 

CURRENT LIABILITIES :— 

Creditors .. 

Debenture Interest Accrued 

Proprietors for Proposed 
Final Dividend 


N. P. JACK, Treasurer. 


74,623 


50,000 
24,623 


4,665,000 


1,000,000 


600,000 
400,000 


250,000 


650,000 
516,273 


69,102 
21,699 


325,136 


ACCOUNTANCY SEPTEMBER 1961 
BALANCE SHEET, 30th JUNE, 1961 


1960 
£ £ 


9,100,000 7,000,000 
900,000 3,000,000 


10,000,000 10,000,000 


9,100,000 7,000,000 


717,628 


74,623 


4,665,000 750,000 


1,000,000 
437,442 

1,166,273 
15,648,901 9,262,065 


3,542,704 3,542,704 


27,470 
21,699 


250,104 
415,937 


£19,607,542 £13,104,042 


INVESTMENTS :— 


Quoted Investments at cost 
less amounts applied from 
net surplus on realisations— 
Quoted on Stock Exchanges 

in Great Britain .. oe 
(Market Value, £32,297,103) 
Quoted on Stock Exchanges 


abroad 
(Market Value—at Leadon 
ces where available—£5,650,903) 


9,253,439 


2,973,557 


Total Quoted Investments 12,226,996 
(Aggregate Market Value, 
£37,948,006) 

Unquoted Investments at or 
above cost (see Directors’ 
Report) less amounts ap- 
plied from net surplus on 
realisations 
(The Directors are of the opi- 
nion that the value of the Un- 
quoted Investments is in excess 
of the above amount.) 


7,132,631 


CURRENT ASSETS :— 


Debtors ‘ 50,241 
Balances at Bankers (London 
and abroad) and Money at 
call és “ 197,674 
REPORT OF THE DIRECTORS (EXTRACTS) 
Capital and Reserves 
In accordance with a resolution of the 
extraordinary general meeting held on 
November 4, 1960, £50,000 of the amount 
standing to the credit of the share pre- 
mium account, £750,000 standing to the 
_credit of the capital reserve and £600,000 
of the amount standing to the credit of 
the general reserve were capitalised and 
together applied in paying up in full 
5,600,000 ordinary shares of 5s. each. 
These fully paid shares were allotted to 
the ordinary stockowners who, at the 
same time, were offered a further 
2,800,000 ordinary shares of 5s. each at 
10s. per share. All these shares were 
subsequently converted into stock, thus 
increasing the amount of the issued 
ordinary stock by £2,100,00 to £9,100,000. 


Writing up of Book Value of an Unquoted 
Investment and Consequential Addition to 
Capital Reserve 

As a result of the capitalisation of 
reserves and the issue of fully paid shares 
by Cables Investment Trust Limited on 
March 15, 1961, the nominal value of 
the 50 per cent. holding in that company 
was increased from £1,600,000 to 
£2,400,000. The book value of these 
shares at that time was £1,335,000 and in 
the opinion of the directors that sum had 
ceased to reflect the importance of this 
investment, particularly having regard to 
the additional income which will accrue 
therefrom. The book value has therefore 
been written up to £6,000,000 and the 
amount of the increase, £4,665,000, has 
been added to the capital reserve. 


7,299,945 
(24,115,304) 


3,026,759 
(4,690,636) 


10,326,704 


(28,805,940) 


2,464,107 


19,359,627 12,790,811 


247,915 


18,303 


294,928 


£19,607,542 £13,104,042 


693,005 
750,000 
750,000 | 
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Neville Jndustrial Securities Ltd. 


Neville Developments Ltd. 


Provide a complete service for the Public Flotation of Companies. 


Financial arrangements can also be made with a view to the alleviation of Sur Tax 


and Death Duty problems in cases where flotation is not suitable or is not desired 


by the Proprietors of the business. 


For the information of investors a Quarterly List giving particulars of all companies sponsored 
is available on application. 


Reville House, 4246 Bagley Road, Edgbaston, Birmingham, 16 
Telephone: Edgbaston 543 1-2-3-4 


Batabied 113 years ago by 


CHARLES DOUBBLE LIM LIMITED 
COMPANY REGISTRATION AGENTS, COMPANY PRINTERS 


PROBATE REGISTRY 
$Papers Lodged with Estate Dut oo 
for Grant of Probate and Letters of Administration. 


Documents Stamped and Denoted. 


Trade Marks, Patents and 
Arrangements, Bankruptcy, Enro 


try, Deeds of 
ADVERTISING 
Foreign Newspapers. 


SERVICE 
We your enguisten oll the above Of ens 
best and prompt attertion. 
10 BELL YARD, TEMPLE BAR, LONDON, w.C2 


TELsoRAPHIC ADDRESS: 
HOLBORN 0375 DOUBBLE, ESTRAND, LONDON 


Telegrams : Trustnevil Birmingham | 


THE 


PROVINCIAL 


HIGHER 
INTEREST 
RATES 


BUILDING SOCIETY 


DEPOSIT ACCOUNTS 
This is the equivalent of £5-14-4 


per cent at the full 
rate of tax 32 /, 
re) 


PAID UP SHARES 
Equivalent to £6-2-6 per cent at 


the full standard rate 3 0 
of tax of 7/9d. 37 
4/o 


SUBSCRIPTION SHARES 
Equivalent to £6-18-9 per cent 


at the full 0 
4/o 


Shares and Deposits in this Society are Trustee Investments 
ALL WITH INCOME TAX PAID BY THE SOCIETY 


Assets over 


Reserves exceed £6,000,000 
Member of The Buiiding Societies Association 
Over 500 Branches and Agencies throughout the British Isles 
Head Offices BRADFORD Market St. Tel: 29791 LEEDS Albion St. Tel: 29731 
London Office Astor House Aldwych W.C.2. Tel: HOLborn 3681 
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COMPANIES REGISTRY 
Information and assistance rendered to the profession in all matters relating Clee ms 
to the Formation, Incorporation and Winding up of Companies. Ry atthe 
Mortgages, Debentures Registered. 
Annual Returns, lutions and other documents stamped and filed. eA esc 
Searches made and Office Copies obtained. 4, a 
Company Forms. a 
COMPANY PRINTING 
Memorandum and Articles of Association, Resolutions, Debentures, Share fe 7 
Certificates, Dividend Warrants, etc., printed with care and expedition. eee 
adopting with modificat Companies Act, a 
Alexander P. McNabb, Barrister-at-Law (Lincoln's Inn). Post 
GENERAL 
Bills of Sales Registered and searches made. baying 
Powers of Attorney, Stamped and filed. ea ost 
Deed Polls and other documents enrolled. ois 
Searches made in Probate and Divorce. ae < 
Adjudications carried through. 
Particulars delivered, Stamp obtained. 
Documents lodged for Assessment of Fonsity. 
lowing: Land Charges, Land 
£95,000,000 


EFFICIENCY 


Good ideas from all over Britain! 
Once again the chance to catch up with the very 
latest ideas in Office and Industry, when the Business 
Efficiency Exhibition opens on October 3rd, at 
Olympia. Here, under one roof and gathered from all 
over Britain, ingenious and helpful ideas compete 
for your special interest. For you, with both eyes 
fixed firmly on tomorrow, this exhibition could be 
both stimulating and profitable. 


Grand Hall 


OLYMPIA 


October 3-11 
10°30am-7pm 


(Saturday 10°30am-4 pm) 
Admission 2/6 
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THE FORTY-NINTH National Business 
Efficiency Exhibition, opening at 
Olympia on October 3, will provide an 
opportunity to see all the latest available 
business equipment. The 154 exhibitors 
will have on view and available for 
comparison under one roof electronic 
calculators and mathematical ma- 
chinery, office printing and composing 
machines, charting and planning boards, 
dictating equipment, office furniture, 
cash registers, filing systems, postal 
franking machines, and devices for 
folding letters, opening mail, and filling 
in and signing cheques. 


Copying Machinery 

The new British-made Dalcopier VL 
Model will be publicly demonstrated for 
the first time at the exhibition. Printer 
and processor are combined in a com- 
pact unit, which will copy from bound 
books as well as from single sheets. The 
makers claim that the Dalcopier process 
halves normal photocopying costs, so 
that the first copy cost is less than 3d. 
Only one type of paper is used, no 
separate negative and positive papers 
being required. 

Copycat Ltd. will also be demon- 
strating its new process: Diazotherm. 
Claimed to perfect the technique of the 
dyeline process, Diazotherm completely 
eliminates the use of chemicals, provid- 
ing a totally dry copy processed by the 
simple application of heat, but without 
the instability and limitations sometimes 
associated with thermal techniques. An 
entirely new dyeline model will be shown 
for the first time, having a production 
speed of between 20 and 30 copies per 
minute. The machine is particularly well 
suited for the production of multiple 
copies of one original; the number 
required is set by the use of a dial some- 
what similar to that on a telephone. The 
original to be copied is held for the 
quantity dialled and ejected on com- 
pletion. Meanwhile the operator simply 
feeds a stack of copy paper into the 
machine, which automatically exposes 
and processes, returning the finished 
prints to the front. Paper of varying 
sizes and colours can be fed at will, so 


Machines in Business 
The Business Efficiency Exhibition 


that sections of data contained in the 
original can be eliminated as required 
for the production of sets of forms 
identifiable by colour. 

Copycat’s Printform attachment ac- 
commodates sets of form outlines and 
eliminates the use and cost of the pre- 
printed forms conventionally used in 
ordering, invoicing, works orders and 
similar clerical routines. 

A new model of the Copycat Pace- 
maker will also be on view. Weight has 
been reduced to a minimum. The iso- 
lated processing container and auto- 
matic pump ensure a constant level and 
longer life for the processing agent, 
whilst enabling the machine to be moved 
instantly from one location to another. 

Copylith offset litho metal plate-ma- 
king will be demonstrated. The machine 
makes plates direct from the original 
in under four minutes for less than 
4s., including the negative. Plates give 
runs of 10,000 or more. 


Anson's New High-Speed Press Button 
Photocopier. 


Another new copier is the Anson High- 
Speed Press Button Machine, a diffusion 
copier capable of making perfect photo- 
copies at the rate of about 180 copies 
per hour from a typed, written, printed 
or drawn original in any colour or type 
of ink. The Anson President, also making 
its first appearance, is a compact, 
versatile, electric rotary machine, which, 
being moderately priced (£49) and 
pleasantly styled, is likely to appeal to 
senior executives for personal use as 
well as for departmental copying. 


Communication Systems 
The expansion of the G.P.O. Subscriber 
Trunk Dialling system, under which 


_ even local calls will be charged on a 


time basis, has considerably increased 
interest in means of quickly detecting 
the whereabouts of personnel. Dicto- 
graph will be demonstrating two efficient 
staff location systems. The first is the 
Dictograph Internal Broadcasting 
System, comprising a microphone, 
amplifier and series of carefully posi- 
tioned speakers. Claimed to be very 
effective in operation, yet reasonably 
priced, the system can also be used for 
the transmission of time signals, music 
from the B.B.C. or disc recordings, for 
special announcements and for mass 
address purposes. Where silence is 
essential, or privacy is important, 
Dictograph Pocket Paging may be 
employed. Only the person being paged 
is aware of the call. He hears a signal 
from his pocket receiver warning him 
that he is wanted, and immediately 
contacts the central control to ascertain 
who wants him and where. Contact is 
almost instantaneous, yet no one else is 
disturbed. 

In the Modernphone Radio Paging 
System the distinctive call may be 
followed by a spoken message. The 
printed circuit transistorised receiver is 
housed in a shockproof plastic case of 
about 54 in. x 2} in. x § in., and weighs 
a mere 5 oz. 

Modern Telephones is also demon- 
strating its new Automatic Modernphone, 
an internal telephone for use with 
Modernphone Private Automatic Ex- 
change systems. Features include a 
silent silky dial action, an instantly 
adjustable bell pitch, a short contem- 
porary handset with conveniently angled 
mouthpiece, and a range of attractive 
colours including two-tone combina- 
tions. A special adaptation filters all 
incoming calls through the secretary, 
and provides immediate contact by 
direct line between chief and secretary. 
Once she transfers an incoming or out- 
going call she is automatically cut off, 
thus avoiding all possibility of eaves- 
dropping. 
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Dictating Machines 

The Aga Dictating Machine Company 
will be exhibiting its new magnetic disc 
dictating machine—the Agavox Model 2. 
Slim in proportions (only 3 in. high), 
the machine will easily go into a brief- 
case. As shown by the photograph, the 
shape and general appearance of the 
machine do credit to its world-famous 
Swedish industrial designer, Count Sig- 
vard Bernadotte. Transistors, printed 
circuits and other technological ad- 
vances contribute to its lightness. 

Ali controls for the dictator are on 
the microphone, allowing him to dictate 
or play back, and even to mark the ends 
of letters, and corrections, by remote 
control on the index strip on the 
machine. The twelve minute recording 
disc is identical with that on previous 
Agavox models, so that models may be 
intermixed. A vibrator unit makes 
Model 2 suitable for use in a car, and it 
can also be used in conjunction with the 
Aga Teledictation System—remote con- 
trol dictation by telephone equipment. 

EMI’s new Eminet personal, central- 
ised dictation systems—telephone replay 
and bank systems designed to restore the 
direct relationships between pool typists 
and the individual executives making 
use of their services—will be on show. 
Eminet, it is claimed, puts an end to the 
production-line atmosphere commonly 
found in centralised dictation systems by 
giving each typist regular direct contact, 
throughout the day, with the persons 
supplying her with work. 

Other EMI products on show include 
the Ringmaster, loud-to-loud intercom- 
munication system, Minifon portable 
tape and wire recorders, and Emidicta 
dictating machines, together with the 
Emidicta (Post Office) message-relay 
equipment. 


ACCOUNTANCY 


The new Agavox Model 2 dictating machine. 


Filing Systems 

Anson’s new Executive Vistafile Pen- 
dulum Unit is a handsome new lateral 
filing unit which combines a high degree 
of efficiency with an elegant and tasteful 
appearance. Features include doors for 
each tier which slide away on patented 
easy-running tracks, a separate lock for 
each tier enabling private files to be kept 
as such, and the unit principle of con- 
struction which enables expansion or 
regrouping to be carried out with the 
minimum of inconvenience. 


Office Furniture 

Making its first appearance will be the 
500 Executive Suite from Carton Bros. 
(Productions) Ltd. It comprises four 
interchangeable units: first the senior 
executive desk—a well designed unit, of 
which half the surface is covered in hide 
of a colour of the user’s choice—then a 
side table which incorporates a dictating 
machine slide on the left hand side; a 
storage cabinet; and a bookcase. The 
wood used throughout is teak, though 
mahogany is available if desired. 


SEPTEMBER 1961 


E. N. Mason & Sons Ltd. will be 
showing its Arclight Executive Suite in 
sapele mahogany, as well as Arclight 
steel desks, specially designed to have 
tops which are never cold to the touch. 
Kingsbury Office Equipment Ltd. will 
include in its display a range of iub- 
tables, which are in fact waste paper 
baskets and occasional and/or telephone 
tables combined. 

The entire stand of the Aston Cabinet 
Co. Ltd. will be devoted this year to 
introducing the Astro Line office furnish- 
ing system. Designed by leading indus- 
trial designers, John and Sylvia Read, 
the system uses twenty-four basic units 
—including storage pedestals and cabi- 
nets, desk tops and back panels — to 
provide a range of over 200 matching 
pieces, which can be still further com- 
bined in comprehensive modern office 
schemes. The furniture is in teak, oak 
or mahogany and finished throughout 
with a melamine finish, which gives the 
appearance of real timber but provides 
the resistance to wear until now associ- 
ated only with laminated plastics. 

New from Norway comes Badenia’s 
Miniature Office—an elegant cabinet in 
mahogany and birch which is just the 
thing for the busy accountant who takes 
work home. When the device is open 
the owner has a fully fitted office with a 
place for everything. There is thus no 
need to search for papers, files, ledgers, 
rubber stamps or reference books— 
there is room here for the busiest practi- 
tioner to find a compartment for every 
item he uses, typewriter included. 


Safes 

Chatwood-Milner Ltd. will be showing 
a wide range of security and fire-resisting 
equipment. Amongst its exhibits will be 
new Duplex Minor and Major safes. 
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with big savings in 1961 


Anson P.A.Y.E. Machines are designed by people who have supplied Wages and 
Salaries Methods to the “Giants” and “‘Midgets” in Industry and Commerce. Anson 
P.A.Y.E. Machines reduce form-filling and staff problems in your Wages Office by 
producing Tax Cards, Payroll and Employee’s Pay Statement in one writing. 


Using the Anson Confidential Salaries Machine—in the privacy of his own office—the 
Secretary can cut by two thirds the costly time spent on preparation of salaries each 
and every month. Bank Pay Advice, Salary Book, Tax Deduction Card (P.11) and 
UNPERFORATED Pay Statement completed in privacy at one operation. 


REMEMBER 


Only Anson is fitted with the unperforated payslip magazine. Only Anson has 
automatic alignment of all forms without pegs and ugly holes on stationery. 


P.A.Y.E. YEAR END RETURN! 
P9/P11, P35 and P60 completed in one operation. 


Mark for the attention of 
Please write your name on the coupon, attach it to your letterheading and send to: 


GEORGE ANSON & COMPANY LIMITED 
Solway House, Southwark Street, London, S.E.1 
WATerloo 3322 (15 lines) 


AY/SR 


— — — — A MEMBER OF THE LAMSON INDUSTRIES GROUP = ————————— — 
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All National Machines and Systems can be converted to Decimal Currency 


This way-by the National Automatic Data Capturing System-you can have 
completely up-to-date ANALYSES, COMPARISONS, EXCEPTION REPORTS, 
SUMMARIES & SCHEDULES of any kind on your desk, whenever you need 
them. While prime entries are being made on orthodox, machine accounting 
records, relevant datais captured-automatically—on punched tape (or punched 
cards). The resulting ‘media’ is then processed at the NCR DATA PROCESSING 
CENTRE, on your own D.P. equipment or at one of the Bureaux in your area. 
By this system, you are not only independent of internal staff for the sifting 
out of all your management information; you also save much money. The 
cost of obtaining the facts you need is—by this automatic method-far, far less 
than the salaries you would otherwise have to pay. 


AND, BY THE WAY: In many cases, the same tapes or the same cards can be 
used for the automatic preparation of INVOICES, STATEMENTS, PAYROLLS, 
and the automation of high-volume paperwork in general. 


ALL THE FACTS about National Automatic Data Capturing Systems- how 
they work and what they can do-are obtainable from the NCR ACCOUNTING 
MACHINE DIVISION Representative responsible for your area of the country. 
His telephone number is in your local telephone directory. 


AN ANNOUNCEMENT BY THE ACCOUNTING MACHINE DIVISION OF 
THE NATIONAL CASH REGISTER COMPANY LIMITED 206-216 Marylebone Road London NW1 Tel: PADdington 7070 


THIS 


really is the way to 
get your business 


Some typical users of 
NATIONAL AUTOMATIC DATA 
CAPTURING SYSTEMS 


(PUNCHED TAPE OR PUNCHED CARD) 


ATOMIC ENERGY COMMISSION 
AUSTIN REED LTD 

JOHN PLAYER & SONS 

DAILY MIRROR NEWSPAPERS LTD 
WESTMINSTER BANK LIMITED 
NATIONAL PROVINCIAL BANK LTD 
MONSANTO CHEMICALS LTD 
SOUTHERN ELECTRICITY BOARD 

THE MOND NICKEL LTD 

LONDON COUNTY COUNCIL 

ESSO PETROLEUM CO LTD 

BRITISH RAILWAYS 

GEORGE ELLISON LTD 

BRYANT & MAY LTD 

HOFFMANN MANUFACTURING CO LTD 
THE STEEL COMPANY OF WALES 
CEMENTATION CO LTD 

BARCLAYS BANK LTD 

MCVITIE & PRICE LTD 

EVER READY CO (GB) LTD 

SIMPLEX ELECTRIC CO LTD 

JOSEPH LUCAS LTD 

CO-OPERATIVE WHOLESALE SOCIETY 
ASSOCIATED CHEMICAL COMPANIES LTD 
BANK OF SCOTLAND 

CRANLEIGH FINANCE CO LTD 
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Coin and Note Counting 

The latest addition to the Block and 
Anderson range is the Bandacheck—an 
inexpensive bank note counting machine 
capable of counting 100 new, used or 
mixed bank notes in seven seconds. 


Automation in the Retail Field 

To illustrate the capture of selected data 
on paper tape as a by-product of the 
recording of sales on a standard cash 
register, National will be exhibiting a 
multi-analysis register linked to an 
automatic punch. Other special purpose 
machines will show how standard cash 
and credit control registers can be 
equipped to produce audit tapes which 
can be read at very high speed by optical 
reading equipment. Also on view will be 
the Compumatic, National’s automatic 
change computing and dispensing unit, 
which combines a high-speed itemising 
cash register with a large-capacity coin 
dispenser for use in self-service stores, 
supermarkets, cafes, and other retail 
establishments. 


Automatic Ledger Posting 
Making its first appearance at a public 
exhibition is the National Fully Auto- 
mated Post-Tronic, designed for simul- 
taneous ledger and statement posting in 
banks and commercial firms. Like the 
standard Post-Tronic machine, also to 
be seen at the B.E.E., the fully automated 
Post-Tronic uses a special magnetic 
ledger and statement form. Details of 
debit and credit postings are reproduced 
on the front of this in ordinary print, 
while the back of the form bears a series 
of magnetic ink stripes on which are 
recorded the account number, the out- 
standing balance, and form positioning 
instructions. This information is read by 
electronic heads, which transmit appro- 
priate signals to the calculating and 
printing mechanisms. The machine con- 
sists of three compact inter-coupled 
units: paper tape reader, automatic 
ledger feeder and Post-Tronic. Items to 
be posted are punched into paper tape 
during a routine pre-listing operation. 
As each item is read, the Post-Tronic 
locates the corresponding form by 
means of the magnetically coded account 
number. The account is then up-dated— 
together with the data encoded on the 
stripes—and the form is ejected. All 
this is done at high speed, and it is 
claimed that one machinecan get through 
as much work as six or seven girls using 
conventional bookkeeping machines. 
The National Sterling Compu-Tronic 
is an all-purpose accounting machine 
with facilities for instantaneous multi- 
plication in pounds, shillings and pence. 


The Bandacheck. 


Similar in design to the established class 
31, it incorporates an electronic multi- 
plying unit unobtrusively housed in one 
pedestal of the stand. When the operator 
enters the factors on the keyboard, the 
electronic unit automatically converts 
the sterling amount to pence, does the 
multiplication, checks it, and re-converts 
the answer to pounds, shillings and 
pence, automatically printing the answer 
in the appropriate columns of the docu- 
ments in its carriage. The Sterling 
Compu-Tronic can also work out such 
things as percentages and trade dis- 
counts, and can be coupled, without 
modification, to an automatic paper 
tape or card punch. 


Electronic Memory Calculator 

The Badenia VA 17CF Electronic 
Memory Calculator is distinguished by 
the following features: (i) direct addi- 
tion in the multiplier register, giving 
immediate multiplication of total, or 
two totals simultaneously; (ii) direct 
calculation of intermediate answers— 
quotients can be multiplied without 
resetting; (iii) a built-in memory which 
retains any factor during operation for 
later use, for example, as a constant 
divisor, dividend or multiplier. The 
operator decides in which way the 


memory is to be used, but recall is 
simultaneous with the depression of any 


other control key. 


Anson’s Duplex Unit 

The Anson Book-keeper range of account- 
ing machines includes a low cost duplex 
unit, consisting of a standard keyboard 
front feed typewriter electronically 
linked to an electric adding machine. 
Both typewriter and adding machine 
can be operated independently when- 
ever desired. Of particular interest is the 
S2 Double Register accounting machine, 
designed with cheque writing in mind. 


Inexpensive New Computer 

The Monrobot XI is a new desk-sized, 
solid state, stored programme, general 
purpose digital computer requiring no 
site preparation before installation, the 
only necessity being a standard 13-amp 
socket. 

Although low in cost (basic price 
£12,500) and simple to operate, the 
Monrobot XI has all the standard 
logical, arithmetical and data processing 
facilities of the modern computer. The 
model has been on sale in the United 
States for perhaps eighteen months and 
is reported to be selling well there for 
use in a variety of applications. Its size 
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and price make it equally suitable for 
small businesses, for branches of larger 
undertakings, or as part of a full-sized 
computer installation. It is capable of 
performing engineering and scientific 
calculations, and of simultaneous output 
on up to three devices including type- 
writer, 5-8 channel tape, card or edge- 
punched card. 

Another addition to the Monroe 
range is the Synchro-Monroe Punch Tape 
Adding Machine, capable of producing 
5, 6, 7 or 8 channel tape, as well as a 
printed record on a tally roll. The 
machine normally adds (or subtracts) 
the contents of the keyboard into (or 
from) a grand total, but special keys can 
cause information to be printed and 
punched on tape but not added, or 
printed and added but not punched, and 
so on. The current total can be printed 
and/or punched by the depression of a 
key. The machine is available with both 
decimal and sterling keyboards. A 
second model has two total registers, 
which are used to accumulate a sub- 
total and a grand total respectively. The 
tape generated can of course be used as 
input to a computer, converted into 
punched cards for tabulation, trans- 
mitted by Telex to a central office, or 


converted into printed report form by 


an electric typewriter. 
Also on show for the first time is the 
Kimball System of Automatic Data 
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Monrobot XI Electronic Digital Computer with one input/output typewriter, one output 
typewriter, two punch readers and one output punch. 


Processing, the basic principle of which 
is that the information it is desired to 
transmit is simultaneously printed and 
punched on a ticket. Depending upon 
the nature of the operation, one or more 
stubs are detached at subsequent stages 
and passed to the A.D.P. centre, where 
they are fed into an automatic con- 
verter for conversion into orthodox 
punched cards to be processed in the 
normal way. 

Anson is exhibiting, in addition to 
the Visipost Visible Record System, the 


latest Visicast Summariser, which fea- 
tures a transparent plastic line guide 
which moves laterally to align with the 
summariser slips at any point desired. 
Instead of holes, small rectangular slots 
are punched at the head of the summary 
or order slips, the slots being placed 
over corresponding grooved tongues on 
the summariser. This arrangement 
minimises skewing of slips, and the 
provision of a retaining plate at the head 
of the summariser further reduces any 
possibility of column masking. 


Second Electronic Computer Exhibition 


THE SECOND ELECTRONIC Computer 
Exhibition will be held in the National 
Hall, Olympia, from October 3 to 12. 
The experience of managers in putting 
computers to work in the control of 
business and other organisations is to be 
the subject of a symposium to be held 
there on October 4, 5 and 6. Under the 
general heading “Earning with Com- 
puters”, speakers drawn from leading 
industrial and commercial concerns and 
from a nationalised undertaking and a 
government department will talk of 
their practical experience of data pro- 
cessing by computer. A booklet in five 
languages has been circulated through- 
out the world, so that those who con- 
template buying a British computer may 
have a chance to hear from organisa- 
tions with first hand knowledge of their 
application. 

Admission to the symposium is by 


ticket only, and will cost £2 12s. 6d. for 
each session attended. The programme 
and tickets for the symposium are 
obtainable from the Electronic Com- 
puter Exhibition organising office at 
64 Cannon Street, London, E.C.4 
(Telephone: CENtral 7771). 


DORIS develops 

Highlight of the Creed display will be a 
completely new, self-contained, electro- 
mechanical data processing system 
incorporating many elements of DORIS, 
the direct order recording and invoicing 
system developed for Shell-Mex and 
B.P. Ltd. Under the control of a single 
operator, the system records sales 


orders via keyboard or pushbutton 
input unit, automatically retrieves stored 
data from a 60 m.p.h. tape memory, 
performs price calculations if required 
and selectively prints a variety of docu- 


ments needed for manufacture, delivery 
and invoicing at multiple local or remote 
locations. In addition, it tape punches 
accounting and statistical details for 
further automatic processing by punched 
card equipment or electronic computer. 
Priced from £6,000, small in size, and 
economical in operating staff, this 
system is likely to prove an attractive 
proposition for the smaller organisation 
(or branch of a larger unit) seeking 
faster and more accurate methods of 
handling complex clerical tasks, but 
unable to justify the use of more costly 
electronic equipment. 


Computer Peripheral Equipment 

Also to be seen on the Creed stand is a 
wide range of peripheral equipment, 
including two high-speed output mach- 
ines claimed to be the fastest of their 
kind in the world today. The Model 
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3000 Tape Punch, already in production, 
is designed for direct on-line recording 
of computer output in 5, 6, 7 or 8 
track paper tape at a speed of 300 
characters per second (or 3,000 words 
per minute). An optional facility pro- 
vides for the automatic photoelectric 
inspection of codes punched in the tape, 
the machine being stopped or an alarm 
signal operated in the event of any dis- 
crepancy between the code punched and 
that supplied from the external source, 
for example, the computer. The other 
high speed machine is the Model 1000 
Output Printer, also making its first 
appearance as a commercially available 
production model. It is a serial (charac- 
ter by character) printer designed for 
use as an on-line computer output 
device or an off-line playback unit con- 
trolled by punched paper tape or 
magnetic tape. Speed of operation is 
ten times that of the fastest teleprinters 
at present used for computer output 
printing. Data recording is by means of 
a print-head consisting of 25 hydraulic- 
ally actuated styli arranged in a compact 
5x5 grid, the combined operation of 
which, via a conventional ink ribbon, 
builds up each character in mosaic 
fashion. This arrangement does away 
with the limitation of solid metal type, 
and an almost infinite number of 
character patterns can be obtained. 
Single or multi-copy printing is possible, 
with a printing line length ranging from 
10 to 150 characters according to the 
width of stationery used. 

Another newcomer to be seen in 
action is the Creedomat: an I.B.M. 
electric typewriter with interconnected 
Creed tape punch and reader units, 
complete with metal desk housing 
transistorised circuitry and push-button 
controls. This device provides for the 
code-punching of 5, 6 or 7 track paper 
tape as a by-product of original typed 
documents. It automatically interprets 
5, 6, 7 or 8 track punched paper tape 
and edge-punched cards into typed copy 
at a speed of 100 words per minute. 

The Creed Model 90 Verifier, pre- 
viously available only in a five-track 
model, is now available for use with 5, 
6 or 7 track paper tape, while the Model 
7P/N Keyboard Perforator can now be 
supplied for punching 5, 6, 7 or 8 track 
tape. 


E.M.I. 

An EMIDEC 1100 will be making its 
first appearance in full operation at a 
public exhibition. Among the computer 
programmes being demonstrated are 
part of the payroll at BMC’s Longbridge 
factory, stock control at the Admiralty 


stores at Copenacre, sales invoicing for 
EMI records, and typical hire service 
applications, such as fixed interest yield 
tables and engineering calculations. An- 
other popular feature of the EMI stand 
is likely to be the private theatre, where 
frequent showings will be given of the 
film Computer Achievements (see AC- 
COUNTANCY for June, page 371). 


1.B.M. 

I.B.M. plans to show the 1.B.M. 1620 
Data Processing System, which, though 
intended primarily for scientific and 
engineering work, is suitable for many 
commercial applications; the /.B.M. 1401 
RAMAC Data Processing System with 
high-speed tape units, a feature of which 
is a disc storage unit having a capacity of 
twenty million characters immediately 
accessible in random order; and the 
1.B.M. 1001 Data Transmission System, 
which consists of one or more sending 
stations linked to a central receiving 
station by dial telephone lines. The 
sending station includes a telephone, a 
terminal containing a card reader and 
keyboard and a modulating set. The 
central receiving station consists of a 
telephone, IBM card punch modified 
with a data translator, and demodulating 
subset. Data are read and transmitted at 
twelve card columns per second with 
automatic data checking. The equip- 
ment will be demonstrated on a stock 
control application. 


Block and Anderson 

Block and Anderson Ltd. will be 
exhibiting the Bandatronic, which multi- 
plies in sterling and types the result, 
rounding off to the nearest penny if 
desired. A unique feature of the Banda- 
tronic is that it calculates in sterling for 
as many as six input/output typewriters, 
and, because of its high speed of opera- 
tion, there is no delay in the automatic 
typing of the results. Each input/output 
typewriter may be used on a different 
programme, though the flexibility of the 
equipment allows immediate change to 
take care of peak loads. Punched paper 
tape may be produced as a by-product 
of typing the original documents, either 
for later tape to card conversion or as a 
source of computer input. Tape readers 
can be fitted to operate the typewriters 
automatically when reproducing repeti- 
tive data. 


LCT. 

The new J.C.T. 1301 Data Processing 
System will be demonstrated for the first 
time in public at the Computer Exhibi- 
tion. Its principal feature is its high pro- 
cessing speed combined with exception- 
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ally large capacity, and it has been speci- 
ally designed to permit development and 
expansion with the growth of the organi- 
sation and the management requirements 
it is intended to serve. The 1301 operates 
with punched card and/or magnetic tape 
input and output, as well as printed out- 
put at 600 lines per minute. The rate of 
programme controlled punched card in- 
put is 600 cards per minute, and up to 
eight magnetic tape decks can be in- 
corporated into the system. Two mag- 
netic tape systems are available — the 
standard system (4-inch tape operating 
at 22,500 digits per second) and a high- 
speed system (l-inch tape operating at 
90,000 digits per second). An immediate 
access core store has a basic capacity 
of 400 words each of 12 digits, but is 
capable of being expanded to 2,000 
words in multiples of 400 words. This 
is backed by a drum store holding 12,000 
words of 12 digits, capable of being ex- 
tended up to 96,000 words in multiples 
of 12,000. The fully transistorised central 
processor operates at one million cycles 
per second. Decimal or sterling addition 
and subtraction are executed in 21 micro- 
seconds. For multiplication the average 
is 170 microseconds per multiplier digit. 
Automatic programming facilities based 
on COBOL (Common Business Oriented 
Language) contribute to the reduction of 
make ready time and will assist in re- 


ducing operating costs. 


French Application to be Demonstrated 
An 1C.T. 1202 will be exhibited, 
demonstrating a computer application 
currently in use by L’Economie Bretonne 
in France, a large multiple grocery under- 
taking with a number of widely scattered 
branches. The demonstration is con- 
cerned with the accounting procedure for 
daily branch invoicing, sales analyses 
and stock control. It provides manage- 
ment with details of total deliveries to 
each branch, showing both selling and 
cost prices as well as calculations giving 
real and theoretical margins, gross re- 
turns, percentages of sales and gross 
profit. 


The address of ACCOUNTANCY 
is 


MOORGATE PLACE 
LONDON, E.C.2 


Telephone: Moorgate 5644 
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Contract and Tort— of the fundamental condition. It held 


Hire-Purchase Agreement Concerning 
Unusable Motor Car 

Yeoman Credit Ltd. v. Apps [1961] 3 
W.L.R. 94 was another case where the 
default of a dealer resulted in a loss to 
be borne by either the hirer or the 
owner (that is, the finance company)— 
the question was which. The hire pur- 
chase agreement contained a _ wide 
exceptions clause, providing that no 
warranty whatsoever was given by the 
owner as to the age, state or quality of 
the motor car or as to fitness for any 
purpose, and that any implied warranties 
and conditions were thereby excluded. 
The motor car was delivered soon after 
the agreement had been signed. On 
delivery it appeared that some defects 
which the dealer had promised to put 
right still existed, and that the motor 
car—which the hirer had not had an 
opportunity to drive or examine more 
than superficially—was, as a whole, in 
an unusable, unroadworthy and unsafe 
condition. The brakes, clutch and steer- 
ing were all “terrible”, and it took the 
hirer one and a half hours to go three to 
four miles in it. It needed expenditure 
of between £70 and £120 to put it into 
reasonable roadworthy condition. The 
hirer did not at once seek to repudiate 
the contract, but complained in vain to 
the owner and the dealer, had some 
repairs done to the motor car himself, 
and paid three instalments when they 
came due. When he did not pay the 
fourth monthly instalment, the owner 
retook the motor car. 

In the ensuing action the owner 
claimed damages based on the clauses in 
the agreement, while the hirer counter- 
claimed for £170, being his initial down 
payment of £125 plus three monthly 
instalments of £15 each, on the ground 
that there had been a total failure of 
consideration for those payments. 

The Court of Appeal held that there 
was to be implied in any contract of 
hiring—even of a specific chattel—a 
fundamental condition that the chattel 
should be reasonably fit for the purpose 
for which it was hired, unless either any 
defect which rendered it unfit was 
apparent to the hirer, or he did not rely 
on the skill and judgment of the owner. 
This fundamental condition applied in 
this case. The Court then considered 
whether the exceptions clause referred 
to above could exclude the application 


that no exceptions clause, however 
widely drawn, could do such a thing, 
because a party could rely on an excep- 
tions clause only when he was himself 
performing the contract in its essential 
respects. Consequently the owner’s 
claim for damages failed, because he 
could not rely on the agreement when he 
himself had supplied for hire something 
fundamentally different from what the 
agreement contemplated. Furthermore, 
the way was open for the hirer’s counter- 
claim. But the Court held that there had 
not been a total failure of consideration, 
because the hirer had approbated the 
agreement by paying the initial deposit 
and three monthly instalments. These, 
then, were lost to him. But as the 
owner’s breach of contract was a con- 
tinuing breach, since the owner did 
nothing to correct the condition of the 
motor car, the hirer was entitled to 
repudiate the contract by not paying the 
fourth instalment, and from that time it 
was at an end. 

As far as damages were concerned, 
the hirer was awarded the cost of 
putting the motor car into the condition 
it should have been in for the period 
during which the agreement was opera- 
tive. This was assessed at £100. 


Contract and Tort— 

Intimidating Trade Unionists Not 
Protected by Trade Disputes Act, 1906 
In Rookes vy. Barnard and Others [1961] 
3 W.L.R. 438, the plaintiff was the 
victim of trade unionists who wanted to 
enforce a “closed shop” in a certain 
department of British Overseas Airways 
Corporation. It had been agreed between 
the Corporation and its employees, as 
part of the contract of employment, 
that no lockout or strike should take 
place. 

In spite of this, the three defendants, 
among others, displeased by the fact 
that the plaintiff had resigned from the 
union of which they were officials, and 
wishing to enforce a “closed shop,” 
threatened both the plaintiff and the 
Corporation that a strike would take 
place unless the plaintiff rejoined the 
union. As a result of these threats the 
Corporation dismissed the plaintiff, 
who then sought to recover damages 
from the defendants. 

The question then arose whether the 
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defendants were protected by Section 1, 
or failing that Section 3, of the Trade 
Disputes Act, 1906. Section 1 provides 
that an act done in pursuance of an 
agreement or combination by two or 
more persons shall, if done in contem- 
plation or furtherance of a trade dispute, 
not be actionable unless the act, if done 
without any such agreement or com- 
bination, would be actionable. The 
Judge held that it was an actionable 
wrong to intimidate other persons to 
make them act in a manner in which 
they themselves had a legal right to act, 
but which was likely to result, and did 
result, in loss to the plaintiff. He also 
held that a threat to do or to procure the 
commission of an illegal act constituted 
such intimidation. It was argued that an 
“unlawful act” in this context did not 
include a breach of contract, but the 
Judge would not accept this argument, 
either in the light of the authorities or in 
that of his own motion. Accordingly 
Section 1 was no protection to the 
defendants, because what they did 
would have been actionable as the tort 
of intimidation whether it was done by 
agreement or combination as set out in 
Section | or not. 

The next defence turned on Section 3, 
the material part of which provides that 
an act done by a person in contempla- 
tion or furtherance of a trade dispute 
shall not be actionable on the ground 
only that it is an interference with the 
employment of some other person. The 
Judge held, in consonance with the 
obiter dicta to be found on the subject, 
that this Section offered no protection 
to individual members of a trade union 
where their conduct was actionable on 
some ground other than that it was an 
interference with the employment of 
some other person. The Act of 1906 was 
careful to avoid giving to individual 
members of trade unions that licence 
which by Section 4 it gave to the trade 
unions themselves—to commit torts 
without being accountable in the civil 
courts. 

The jury awarded the plaintiff £7,500 
damages. 


The sixteenth national conference of the 
British Institute of Management will be held 
at Torquay on October 24 to 26. Papers 
will be given on various aspects of manage- 
ment, including technical change, manage- 
ment training, automation, industrial rela- 
tions, research and development, and 
presenting information to employees. 
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NOTICE 
TRUSTEES 


OVER 180 TOP CLASS INVESTMENTS IN ONE 


SHIELD Unit Fund with its wide spread and diversification 
of investments offers excellent growth prospects for both 
capital and income and relieves Trustees of their 
investment problems. It is thus an ideal investment for 

Trust Funds under the provisions of the 1961 Trustee Act. 


SHIELD FUND’S INVESTMENTS 


Shield’s investments are widely spread over more S H I E LD 


than 180 first class companies with proved records of 

success and having capital and reserves of over i : 
£10,000 million. Of these companies more than 130 UN I _ ; 
qualify individually under the new Act. The Fund is " 
under the skilled management of SHIELD Fund FUND 
Managers Limited—part of the National Group— 
who have the expert advice of an independent One of the © 


Investment Advisory Panel and the experience of 
N. M. Rothschild & Sons. National Group 


HISTORY OF SHIELD UNIT FUND | ee 
SHIELD units were first made available in January 

1959 at 10/- each. They were quoted on 22nd August 1961 

at 13/14—14/-xd representing a realisable capital 

appreciation of 31 per cent. and a strong barrier Particulars of 
against inflation. At the same time income has in- SHIELD Unit Fund 
creased from 3.1 pence net per unit in the first year to may be obtained 
3.9 pence net per unit in the second year. from the Managers. 


SHIELD UNIT FUND EXCEEDS £8 MILLION 
MANAGERS: SHIELD FUND MANAGERS LTD., 5, QUEEN STREET, LONDON, E.C.4. TELEPHONE: MONARCH 4233 


TRUSTEES: ROTHSCHILD EXECUTOR AND TRUSTEE COMPANY 
BANKERS: N. M. ROTHSCHILD & SONS, AND NATIONAL PROVINCIAL BANK LIMITED 
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SPECIALISTS IN INDEMNITY INSURANCE 


37, GRACECHURCH STREET, LONDON, E.C.3 
Telephone: MANsion House 3414 (23 lines) 


and at 
MANCHESTER, PARIS, LUSAKA (N. Rhodesia), SALISBURY and BULAWAYO (S. Rhodesia) 


Muir Beddall & Co. Ltd. 
© 
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Che British College of Accountancy 
B.C.A. LTD. 


Specialized Correspondence Tuition for the Accountancy 
Examinations 


FREE LECTURES in London and 8 Provincial Centres 


Since the foundation of the B.C.A. in 1919 its Students have secured more than 
28,000 Successes, including more than 800 Honours with more 
than 120 First Places. 


The “SAFE PASS” Way 
“It has been apparent to me throughout that your Courses are of the highest merit, and if 
followed with reasonable care and work, will always enable the AVERAGE Student to 
succeed.” (A recent spontaneous tribute) 


OUR FEES HAVE NOT INCREASED 


Write for the College Prospectus to: ; 
20 MILTON ROAD, HARPENDEN, HERTS. 


Telephone: HARPENDEN 3780 
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Founder and Principal: E. MILES TAYLOR, F.C.A. 
| | 
| | 
| 
| 


An Accountant’s 
Guide to Recent 
Law 


ACTS OF PARLIAMENT 
Appropriation Act, 1961. For service of year 
1962. 


Companies (Floating Charges) (Scotland) Act, 
1961. Amending law of Scotland so as to 
empower companies to give security by way of 
floating charges, etc. 

Credit-Sale Agreements (Scotland) Act, 1961. 
Extending to Scotland Sections 1 and 3 of Hire 
Purchase Act, 1938. 

Crown Estate Act, 1961. Making new pro- 
vision in place of the Crown Lands Acts, 
1829 to 1936, as to powers exercisable by 
Crown Estate Commissioners. 

Licensing Act, 196!. Amending Act of 1953 to 
make further provision for the sale of liquor 
and for licensed premises. 

Mock Auctions Act, 1961. Prohibiting certain 
practices in relation to sales purporting to be 
sales by auction. 

Rating and Valuation Act, 1961. Amending 
the law relating to the valuation of property 
for purposes of rates and with respect to 
making and collection of rates. 

Trustee Investments Act, 1961. Making fresh 
provision for investment by trustees and per- 
sons having the investment powers of trustees, 
and by local authorities, etc. 

Trusts (Scotland) Act, 1961. Amending the 
law of Scotland relating to trusts. 


STATUTORY INSTRUMENTS 

No. 1377. Motor Vehicles (Variation of Speed 
Limit) Regulations. Increasing speed limit of 
certain passenger vehicles. 

No. 1378. National Insurance (Non-participa- 
tion—Assurance of Equivalent Pension Bene- 
fits) Amendment Regulations. Amending Regu- 
lations of 1960 as regards dispensing with or 
modifying requirements relating to certificates. 
No. 1388. Surcharge on Revenue Duties 
Order. Imposing a surcharge of 10 per cent. in 
respect of customs and excise duties and pur- 
chase tax. 

No. 1465. Motor Vehicles (Third Party Risks) 
Regulations. Providing for modified forms of 
insurance certificates and increasing penalty. 
No. 1497. Insurance Contracts (War Settle- 
ment) (Germany) Order. Giving effect to the 
agreement of January, 1960, as to contracts 
of insurance and contracts and treaties of re- 
insurance made before September 3, 1939. 
No. 1513. National Insurance (Germany) 
Order. Giving effect to Convention on un- 
employment insurance. 

No. 1522. Treasury (Loans to persons other 
than local authorities) (Interest) (No. 2) 
Minute. Increasing rates of interest chargeable. 
No. 1526. County Court (Amendment) Rules. 
Making a number of amendments to the 
Rules including those relating to taxation of 
cost, fees for witnesses and assessors, scale of 
costs, etc, 

No. 1527. Foreign Compensation Commission 
(Egyptian Claims) (Amendment) Rules. 
Amending Rules of 1959 as to final date for 
entering applications. 
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No. 1528. Savings Certificates (Amendment) 
Regulations. Amending Regulations of 1933 
to facilitate holding of certificates by trustees. 


DECISIONS OF THE COURTS 
Conflict of Laws 
Judgment against firm in Austria not enforce- 
able personally against sleeping partner 
resident in England. 

Blohn v. Desser. (3 W.L.R. 719.) 


Covenant 
On sale of theatre and cinema properties a 
covenant given by vendors to procure that 
theatre retained by them should not be open 
save for certain performances, held to be 
personal and not to run with the land. 
Re Royal Victoria Pavilion, Ramsgate. 
(3 All E.R. 83.) 


Fatal Accidents Act 

The assessment of a claim under the Acts was 
essentially a question of fact for the jury and, 
although the question of actual material loss 
involved some arithmetical calculations, those 
had to be related to all the other known cir- 
cumstances of the case. 

Daniels v. Jones. (1 W.L.R. 1103.) 


Hire Purchase 
Hirer failed to pay instalments, so owners 
terminated agreement and sold goods for less 
than price paid. Whether owners entitled to 
damages for breach of contract. 
Yeoman Credit Ltd. v. Waragowski. (1 
W.L.R. 1124.) 


Husband and Wife 
Matrimonial home bought in sole name of 
husband with a building society mortgage. 
Wife’s earnings used for paying household 
expenses. On divorce wife claimed interest in 
the house. Factors to be considered in deter- 
mining parties’ rights. 

Allen y. Allen. (1 W.L.R. 1186.) 
Muslim divorce by unilateral renunciation not 
a valid dissolution of marriage in Scotland 
according to English law. 

Soegito v. Soegito. (105 S.J. 725.) 


M 
Where a memorandum did not contain all the 
terms of a contract but referred to another 
document, it was not permissible to ascertain 
the omitted terms by looking at the other 
document unless a copy of the latter was left 
with borrower. 
Edgware Trust Ltd. v. Lawrence. (3 All 
E.R. 141.) 


Negligence 

Instructions negligently given by architect to 

bricklayer resulted in personal injuries to 

latter. Architect liable in damages in accord- 

ance with principle in Donoghue v. Stevenson. 
Clayton v. Woodman & Son (Builders) Ltd. 
(3 All E.R. 249.) 


Rating 
Place where timber was stored and dried was 
not an “industrial hereditament” as no 
industrial process was involved. 
Buncombe v. Baltic Sawmills Ltd. (1 W.L.R. 
1181.) 


Settlement 
“Male issue” and “maledescendants.” Whether 
restricted to male line of descent. 

Re Du Cros’ Settlement. (3 All E.R. 193.) 


Statute 
Workmen’s Compensation Act, 1946 (Vic- 
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toria), held to have retrospective effect to the 
extent that compensation could be claimed 
even where disease was contracted before Act 
was passed. 
Sunshine Porcelain Potteries Pty. Ltd.v. Nash. 
(3 W.L.R. 727.) 


Town 
Application for planning permission was made 
after service of enforcement notice. Notice of 
refusal of permission was not served until two 
years later. Both refusal and enforcement 
notices held void. 
Edwick v. Sunbury-on-Thames U.D.C. (3 
W.L.R. 553.) 


Will 
Codicil referred to prior unexecuted will, 
although a later will had been executed. Court 
corrected codicil by omitting reference to 
unexecuted will. 

In re Montgomerie. (105 S.J. 709.) 


ARTICLES 
Solicitors’ Journal 
Vol. 105, page 
Trustee Investments Act, 1961 693, 714 
The Case of the Section 5 Certificate— 
Town and Country Planning Act, 


697 
The Scope of an Assent of Land—re 
Stirrup’s Contract 698 
Industry and the Clean Air Act. 713 
Company Law in Ghana ae 717 
Estoppel of Bank 
Ltd. v. Kiley .. 719 
Law Times 
Vol. 232, page 


Specific Bequest of Shares—intended 
effect may be defeated by a bonusissue 61 

The Council on. Tribunals—review of 
progress made since the Franks 


ABBREVIATIONS USED 

All E.R.—The All England Reports. 
S.J.—Selicitors’ Journal. 

W.L.R.—The Weekly Law Reports. 

Note: Taxation cases and articles excluded. 


Moorgate Place for the Institute's 
records is not passed on to 
ACCOUNTANCY except on specific 


the address to which copies of the 
journal are to be sent. Any sub- 
scriber wishing to have ACCOUNT- 
ANCY sent to his new address 
should state this when notifying the 
Institute of the change, or else 
write to ACCOUNTANCY direct. 
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Letters to the Editor 


Towards Marginal Costing 

Sir,—The leading article “Towards Mar- 
ginal Costing” in the June, 1961, issue of 
ACCOUNTANCY (pages 326-331) contains a 
reference to the position of the committee 
on accounting procedure of the American 
Institute of Certified Public Accountants 
on direct costing, which calls for some 
comment and clarification. 

After quoting a sentence from Accounting 
Research Bulletin No. 43, the author of the 
article says (page 327): 

Careful reading of this quotation might 

suggest that a marginal cost basis (inclu- 

ding variable overheads only) would be 
acceptable, since this would not amount 
to the “exclusion of all overheads”— 
though this can scarcely have been the 
intention when the statement was drafted 
in 1947, for very few accountants were 
acquainted with marginal cost techniques 
at that time. 
Accounting Research Bulletin No. 43 was 
published in 1953, and Chapter 4 on “In- 
ventory Pricing” is a revision of Bulletin 
No. 29, which was issued in 1947. In 1953, 
the members of the committee were well 
acquainted with “marginal cost techniques.” 
This error as to dates was made in the report 
on Current Application of Direct Costing, 
issued by the National Association of 
Accountants, on which your author relied 
for some of his information. Also, it is 
worth noting that the paragraph in Bulletin 
No. 43 from which the quotation was taken 
is preceded by Statement 3, which reads as 
follows (emphasis supplied): 

The primary basis of accounting for 
inventories is cost, which has been defined 
generally as the price paid or considera- 
tion given to acquire an asset. As applied 
to inventories, cost means in principle 
the sum of the applicable expenditures and 
charges directly or indirectly incurred in 
bringing an article to its existing condi- 
tion and location. 

Although our committee on accounting 
procedure did not express its opposition to 
the use of direct costing in the external 
financial reports in so many words, there is 
no doubt but that it did react unfavourably 
to such a procedure. The minutes of the 
committee and the clear recollection of staff 
members who were present at the meetings 
through the years indicate that the question 
of direct costing was raised from time to 
time. That the committee did not express 
itself at length on the subject is not sur- 
prising in view of the small number of 
instances in which attempts have been made 
to use this method of inventory costing in 
the balance sheet, and in the light of the 
committee’s negative attitude toward it. 

Mr. Carman G. Blough, formerly Direc- 
tor of Research of the American Institute, 


writing in the April, 1955, issue of The 
Journal of Accountancy (page 64), said that 
“by implication” the committee opposed 
direct costing insofar as it affected the 
financial statements. This statement of the 
committee’s position was discussed at a 
meeting of the committee shortly before the 
publication of the article, and the decision 
was made to pursue the matter no further. 
In my opinion, nothing in the accounting 
research bulletins issued by the committee 
on accounting procedure can or should be 
used to support the use of direct costing in 

published financial statements. 

Sincerely yours, 
PERRY MASON, 
Associate Director of Accounting Research, 
American Institute of 
Certified Public Accountants. 
New York. 


The Securities and Exchange Commission 
Sir,—In my article in the May issue of 
ACCOUNTANCY, I stated on page 273: 

The S.E.C. may relax its requirements, in 

the case of foreign subsidiaries of 

American companies or of foreign com- 

panies registering with it, on the following 

lines: 

(a) inventory observation may be dis- 

pensed with if it is not mandatory under 

the practice of the country con- 
cerned... 

My attention has been drawn to a 
pamphlet entitled The U.S. Capital Market 
issued by the American Institute of Certified 
Public Accountants, which states: 

Two important auditing procedures 
which are generally considered manda- 
tory in the United States with respect to 
audits of industrial and commercial 
companies are not generally followed by 
foreign auditors. These procedures are 
(1) direct correspondence by the public 
accountant with debtors to confirm 
accounts and notes receivable and (2) 
observation by the public accountant of 
physical inventory taking by his client. A 
foreign company planning to register 
securities in the United States should 
promptly inform its auditor so that he 
may make provision for including these 
two procedures in his current examina- 
tion. Otherwise, if the amounts involved 
are material, it is probable that the 
S.E.C. will not accept the financial 
statements as “audited.” 

My statement was based on past practice 
of the S.E.C. where it has in particular 
cases made such dispensations. On the 
basis, however, of the announcement of the 
American Institute of Certified Public 
Accountants, it appears possible that past 
dispensations may not be a guide to the 


future. It is therefore important that, in all 
cases where registration with the S.E.C. is 
contemplated, ample notice should be 
given to enable the auditor to comply with 
the S.E.C. requirements in these respects. 
Yours truly, 

J. F. SHEARER, O.B.E., F.C.A, 

London, E.C.2. 


Decimalisation 

Sir.—I have just seen Mr. Diamond’s 
letter (ACCOUNTANCY, May, 1961, page 303) 
and should like to make clear that the point 
of my letter (April, page 225) was the desi- 
rability of a large unit. The names of units 
would be applied only to currency, just as 
the Americans have dimes, nickels and 
quarters but quote prices in dollars and 
cents. 

In England £52 17s. 6d. is usually “said” 
without the words “shillings” and “pence.” 
At 100s. =1 sterl, this becomes $10.575, that 
is, “Ten sterl five seven five.” Likewise 
£2 17s. 6d. becomes 0.575, that is, “five 
seventy-five.” Both these expressions are 
shorter than the equivalent in £ s. d. and just 
as easily understood, so the 100s. unit passes 
this test with flying colours. 

Yours faithfully, 
E. R. KERMODE, A.C.A. 
Addis Ababa. 


Readers’ 
Points and 
Queries 


Income Tax Loss Claims and Capital 
Allowances 

Reader’s Query.—In the article in the 
July issue of ACCOUNTANCY, illustration 
(3) on page 454 shows: 


£ 

Profit, before capital allow- 
ances 

Capital allowances .. 600 


Less: Relieved under Section 
400 


Capital allowances carried for- 
ward .. . 200 
Is this right? Illustration (4) does not 
seem to apply the same principle. If only 
the amount on which repayment is 
made (£200) is deducted from the capital 
allowances, the amount carried forward 
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from 1958/59 would be £1,300 in that 
example. 


Reply.—The illustrations are correct. 
In illustration (3) capital allowances 
were being used to turn a profit into a 
loss. In illustration (4) the capital 
allowances are used against the assess- 
ment. 


Payment to Prevent Use of Land by 
Competitor 

Reader’s Query.—A property invest- 
ment company owns a vacant plot of 
ground adjacent to a petrol filling 
station. The company owning the filling 
station pays the investment company a 
fixed sum per annum in return for a 


Publications 


The Capital Budgeting Decision. By 
Harold Bierman, Jr., and Seymour 
Smidt. Pp. xi+246. (Macmillan, New 
York: $6.00.) 


THE PUBLISHERS’ BLURB claims that 
“Proper investment of capital is crucial 
to the future of a business. Yet, all too 
frequently, able management groups 
approve costly capital expenditures on 
the basis of intuition, rules of thumb or 
faulty theory.” 

If this is true in the United States, 
where the book is published, it is 
doubly so in Britain, and there has, 
until now, been a dearth of publications 
describing the advances which have 
taken place in recent years. 

This compact and very readable book 
sets out to demonstrate a systematic and 
reliable method for determining the 
profit potential of projected capital 
expenditure. A clue to the tone and the 
theme of the authors’ argument is given 
by the following letter from Life, which 
is reproduced as a frontispiece: 

Sirs: 

The Indian who sold Manhattan 
for $24.00 was a sharp salesman. If he 
had put his $24 away at 6% com- 
pounded semiannually, it would now 
be $9.5 billion and could buy most of 


the now improved land back. 
S. BRANCH WALKER 


Stamford, Conn. 
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guarantee by the investment company 
that the land will not be sold or leased to 
a person or persons wishing to engage in 
a similar trade on that vacant plot. 

Can this annual payment be con- 
sidered a revenue expense by the com- 
pany owning the filling station, and a 
capital receipt by the investment com- 
pany? 


Reply.—The payment would appear to 
be an annual payment from which income 
tax should be deducted. In our opinion, 
the payment is made to protect the com- 
pany’s trade and would, therefore, be an 
allowable deduction if it were not subject 
to deduction of tax at source. Likewise, 
we consider that it is a revenue receipt by 
the investment company. 


The authors describe all the various 
established ways for evaluating profita- 
bility of proposed capital expenditure. 
These include payback period, average 
income on cost and one or two rules of 
thumb so naive that it is hard to believe 
that they would ever be adopted by 
responsible businessmen. But the 
authors hold Chairs of Accounting and 
Managerial Economics respectively at 
the Graduate School of Business and 
Public Administration, Cornell Uni- 
versity, and must have derived wide 
knowledge of current business practice 
in the U.S.A. from seminars which they 
have conducted for top and middle 
managers. They proceed to demonstrate 
quickly and convincingly the funda- 
mental unreliability of those techniques 
which do not embody any allowance for 
the time value of money, that is, those 
which depend on the curious but com- 
mon assumption that the value of a 
promissory note to pay £1,000 in a 
years’ time is still £1,000. This reduces 
the choice to two methods: 

(1) Yield of the investment; 

(2) Net present value. 

Fundamentally, the two techniques 
are very similar, both depending upon 
determining the anticipated cash flows 
associated with the projected capital 
expenditure and discounting these 
amounts to their present value. The 
yield is the rate of interest which equates 
the present values of cash flow out and 
cash flow in, while the net present value 
is the difference between the present 
values of outflow and inflow when both 
are discounted at some predetermined 
rate of interest. The authors find both 
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techniques valid, but generally prefer the 
net present value method, advancing a 
number of reasons and examples of 
particular problems to show how it can 
operate more conveniently than the 
yield technique. 

Probably the chief difficulty in the ner 
present value method is to determine 
what rate of interest to use; the authors 
discuss this problem fully and include 
two chapters on the cost of capital. 

Terminology is a problem. The con- 
cept here termed “yield of the invest- 
ment” is also known as interest rate of 
return, internal rate of return, present 
value return on investment, present 
value index, profitability index, dis- 
counted cash flow, investor’s method and 
marginal efficiency of capital. 

After their empirical proof of the 
validity of the present value technique, 
the authors analyse the underlying prin- 
ciples and show that solutions arrived at 
in this way are intrinsically meaningful. 

One of the penalties of advancing 
scientific methods to replace more rough 
and ready practices is that logic will often 
demand that the same analytical ap- 
praisal should be applied to all related 
factors. Items such as risk and inflation, 
hitherto dismissed as background in- 
formation, should be looked at afresh 
and given proper weighting in invest- 
ment appraisal. The authors do not 
shirk this task. They contribute helpful 
chapters on capital rationing, taxation, 
timing of replacements and uncertainty 
in forecasting. They also provide useful 
appendices giving, over a wider than 
usual range of years and interest rates, 
present value factors to four decimal 
places in respect of 1 dollar (or £1) 
receivable at the end of n years, and also 
for 1 dollar (or £1) receivable at the end 
of each of n years. Two further appen- 
dices give, no less completely, tables for 
calculating the present value of fiscal 
capital allowances. Unfortunately, these 
are related to taxation practice in the 
U.S.A. and cannot be adapted to the 
rules of our Inland Revenue. However, 
the principles hold good, and the enter- 
prising reader who has access to a com- 
puter (and anticipates that the problem 
will recur frequently enough to justify 
the initial effort) will probably have 
some comparable tables prepared. 
Others will have to plod through the 
calculations the hard way. It is an 
inescapable fact that the only valid 
methods of appraising future profits 
which are uneven from year to year are 
dependent upon predetermining the cash 
flow, and to determine the cash flow one 
must estimate the incidence of taxation 
and calculate the capital allowances. 
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Minor changes in the rate of tax will not 
upset the validity of appraisals, but 
capital allowances must be calculated 
realistically in order to achieve the 
proper weighting between capital-inten- 
sive and low-capital projects. 

The text concludes with a useful 
chapter entitled ““A Manual for Invest- 
ment Decisions,” which sets out the 
procedures and suggested forms for 
applying the net present value appraisal 
to investment proposals. It is an essen- 
tially practical section, and describes 
what is to be done by the sponsors of a 
project, the staff men who summarise 
the relevant information, and the top 
management who appraise the project 
and make the final decision. 

The book carries a useful bibliography 
and (of more doubtful value) an appen- 
dix of hypothetical “problems and 
cases.”’ These are keyed to the chapters 
and sections where the relevant prin- 
ciples have been discussed and where, 
presumably, the solutions can be de- 
duced. Rather more interesting are the 
examples given at various points in the 
text to illustrate particular points of 
principle. For example: 

Consider a problem that was faced by 
many railroads in the not too distant 
past. Should the old coal-burning loco- 
motive used on a particular passenger 
run be replaced with a modern and more 
efficient diesel? Assuming that the change 
would not affect passenger revenues, the 
natural basis of comparison would 
appear to be to take the present value of 
the extra outlays required to purchase the 
new engine (minus the scrap value of the 
old coal burner) and the cash savings 
resulting from the difference between the 
operating costs of the old and the new 
engines. On this basis it may seem that the 
investment in a new diesel engine would 
be quite profitable. But suppose, using 
the old coal burner, the revenues from 
the passenger run are insufficient to cover 
the incremental out-of-pocket costs of 
operating the train. In such circumstances 
the purchase of a diesel may serve to 
decrease the loss, but it may not convert 
the passenger run into a profitable opera- 
tion. If there is no possibility of eliminat- 
ing the passenger run, the decision to 
purchase the diesel may be wise. But if the 
passenger train could be eliminated, pur- 
chase of the diesel would not be justified. 
This situation could be handled by 
examining the absolute cash flows 
generated by the diesel, that is, by com- 
paring the cash flows resulting from the 
passenger train with a diesel locomotive 
and the cash flows resulting from no 
train at all. When using relative cash 
flows, we must remember to consider all 
alternatives, including the alternative of 
continuing as we are now or abandoning 
the operation entirely, if these are 
possible. 


Dr. Beeching should read this book. 
So should every accountant who intends 
to keep abreast of developments in one 
of the profession’s most useful contri- 
butions to management. 

P.D.R. 


Investments in Land and Property. By 
W. A. Leach, F.R.L.c.s., and E. G. 
Wenham, B.SC., F.R.LC.S., F.A.J. Pp. 
xviii+218. (Sweet & Maxwell: 30s.) 


THIS LITTLE VOLUME is subtitled “A 
Guide for Investors and Those Respon- 
sible for Investment Policy” and the 
authors explain that their “purpose is 
not to make ‘everyman his own 
property expert’’’ but to enable an 
investor to appreciate the reports made 
to him by his surveyor and solicitor. 
Whilst I do not suppose that the book 
will become bedside reading for Mr. 
Cotton or Mr. Clore, there is no doubt 
that it will fulfil its stated purpose for 
many small investors and will be a 
useful reference book for many others. 

About two-thirds of the book deals 


_ with the legal aspects of property invest- 


ment and ownership. It starts with an 
admirably succinct account of the law of 
land ownership, using the historical 
approach. Many such accounts are 
obscure because they omit features 
which are now obsolete, but the authors 
do not break the continuity of their 
account in this way. Subsequent chap- 
ters deal with the landlord and tenant 
relationship; rights, easements and re- 
strictions; town and country planning; 
building controls and contracts; rates, 
tithe and land tax; income tax; the 
procedure for purchase and the law of 
estate agency; compulsory purchase. 

This section of the book will be of 
use not only to investors but also to their 
advisers and to investment managers 
who, whilst not qualified as surveyors or 
solicitors, wish to know their way about 
a deed or a lease. The subject is dealt 
with clearly and with authority; indeed 
it could not be handled better in a brief 
guide such as this, aimed at a wide 
range of readers. 

The remaining five chapters deal, in 
under seventy pages, with various 
aspects of valuation, the different types 
of property investment and a compari- 
son with other forms of investment and, 
finally, with mortgages. This section 
seems to lack the clarity of the first part 
and to be treated in a rather elementary 
fashion. Thus, several pages are devoted 
to showing how valuation tables are 
made up. An accountant or actuary will 
already know this, and a lay investor 
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will hardly be interested: a simple 
description of the tables available would 
be sufficient. The explanation of a 
created ground rent on page 176 is 
another example of lack of clarity, due 
to confusion with a “purchase and 
lease-back”’ arrangement. The chapter 
which compares property with other 
forms of investment (mainly stock 
exchange securities) might well have been 
omitted. The chapter on mortgages could 
have concerned itself much more with 
realities. On the other hand one wel- 
comes the exhortation to surveyors to 
value on a market basis for mortgage 
purposes and not to duplicate the 
margin of security by adding a conserva- 
tive valuation to a reduced percentage of 
valuation for the amount of the loan. 

The treatment will appeal differently 
to various readers, according to their 
experience and professional qualifica- 
tions. Thus, to an actuary dealing with a 
very large portfolio of mortgage busi- 
ness, the second section seems elemen- 
tary; an accountant may find it of 
absorbing interest whilst feeling the 
chapter on income tax has been over- 
simplified. 

Scottish readers should be warned 
that their interests are dealt with only 
in an appendix of a dozen or so pages. 

G.L. 


Investments. Third edition. By George 
W. Dowrie, PH.D., Douglas R. Fuller, 
PH.D. and Francis J. Calkins, PH.D. Pp. 
viii +561. (John Wiley & Sons, New York 
and London: £3 12s.) 


STUDENTS OF INVESTMENT in the United 
States of America will welcome the 
appearance of this new edition of a book 
which has proved its worth over two 
decades. Both information and methods 
are brought fully up to date and the 
principles of investment management 
are integrated with security analysis. 

The first half of the book, which deals 
with the objects of investment, the types 
of assets available, the types of risk, 
and the usual practice of both institu- 
tional and individual investors, is 
applicable with little variation to 
British conditions. The second half, 
describing investment analysis and the 
materials on which it is based and setting 
out in some detail the investments 
actually available, must be taken with 
some reserve, since much of the material 
at the disposal of United States in- 
vestors is not required by British law 
and is seldom provided by British 
companies. 
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Taxation has served the taxpayer and 
his advisers for over thirty-three years. 


THE LEADING AUTHORITY 
provides you weekly with the latest news of 
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‘ACCOUNTANCY’ 


Each issue instantaneously in- 
serted or removed. When one 
set is sent away for permanent 
binding, this binder is ready for a 
further twelve months’ service. 


Green binders with the title in gilt lettering are now available. 


INSTITUTE OF 
ARBITRATORS 


Founded 1915 


The Institute seeks to promote the 
settlement of disputes by arbitration; to 
afford instruction in the law and practice 
of arbitration; to admit qualified persons 
to membership and foster their interests; 
to maintain a panel of experienced arbit- 
rators; and to provide a central organi- 
sation in furtherance of its objects. 


Practice Arbitrations are arranged; 
lecture meetings are held; and examina- 
tions take place twice yearly. 


Fellows and Associates of The Insti- 
tute of Chartered Accountants may be 
exempted from the examinations. 
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FAMILY 
TRUST 


It is always a responsibility. But with the coming 
of the Trustee Investments Act the position 
becomes more onerous. 

Trustees will be able, and may be expected, to 
invest the funds to the extent permitted by the 
Act, in Ordinary Shares. To the Trustee’s present 
armoury of talents, must now be added an expert 
knowledge of equity investment and the ability 


to manage a complicated system of book-keeping. 


Help, however, is no further away than the 
nearest branch of the Westminster Bank, where 
the Manager will give you full information about 
services of the Trustee Department. 


WESTMINSTER BANK 


LIMITED 


HEAD OFFICE: 41 LOTHBURY, LONDON, E.C.2 


Just Published 


A NEW UP-TO-DATE EDITION OF 


KEY 


COMPANY LAW 


(SECOND EDITION) 


Edited by 
T. BOLTON, and 
PERCY F. HUGHES, F.c.s. 


PRICE 15s NET 
15s 7d post free 


CLEAR CONCISE COMPLETE 


FULL REFERENCE TO 
THE COMPANIES ACT, 1948 


* Your reference in Five Seconds * 
with Automatic Thumb Index 


ORDER FORM 


SECRETARIES JOURNAL LIMITED 
98 Park Street, London, W.1. MAYfair 7888 


Please supply... copies of Key to Company Law and 
Practice at 15s 7d post free 
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LAST MONTH’S ARTICLE (ACCOUNTANCY, August, pages 
511-13) discussed the importance of such profit ratios as 
gross profit to turnover, P/S and P/V. A trader is, how- 
ever, interested in other measures of profitability. For 
many purposes it is the actual monetary amount of the 
net profit that is significant. As the prime aim of almost 
all businesses is profit, this is scarcely surprising. 

In isolation, however, there is little to tell us whether a 
particular result is good, bad or indifferent. A butcher 
may make a net profit of £2,500 per annum, but unless 
we know how hard he has to work for it and how large 
his shop is we cannot tell whether his business is success- 
ful or not. Similarly, an engineering works may produce 
a profit of £25,000 per annum, but unless we know the 
capital outlay of its proprietor we cannot assess whether 
this is a reasonable state of affairs or otherwise. A 
commonly used management ratio is therefore the rate of 
return on the capital employed. The basic formula for 
computing this is simply: 

Income 
Rate of = 

Unfortunately, it is not at all easy to agree exactly 
what is meant by these two terms income and capital. 
To take the latter first; it is apparent that in the case of a 
limited company a completely false picture would be 
given by a ratio computed in terms of issued capital if 
vast reserves were also being employed by the business. 
Many accountants take as capital the sum of issued 
capital and reserves—and this is probably the most 
commonly adopted basis in this country. Others, includ- 
ing a large number of accountants in the United States, 
take as their investment base the total assets available. 
Between these two extremes are groups taking (a) total 
assets employed (that is to say, eliminating idle assets, 
even perhaps those not yet in service) and (b) assets 
provided by long-term sources of funds (that is to say, the 
sum of issued capital and reserves plus the aggregate 
long-term debt). 

Opinion is also divided on whether the asset base upon 
which the rate of return is computed should be the gross 
cost of the assets, or their net book value after deducting 
depreciation. The latter is probably the more commonly 
adopted, but both views are widely held. A minority 
believe that replacement cost, or replacement cost less 
depreciation computed on a replacement cost basis, is 
more appropriate. 

As regards income, questions centre round: 

(i) Dividends and interest. Should these (and the capital 

employed in earning them) be deleted from the calculation? 


The Student’s Columns 
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(ii) Interest paid. If capital is taken to include long-term 
or other debt, any interest paid thereon should be added 
back when computing income. 

(iii) Taxation. Whilst taxation is not normally regarded 
as an expense but as an appropriation of profits, it is con- 
venient for some purposes to compute a net return on 
capital, since this represents the net rate of growth which is 
possible from internal resources if no dividends are paid. 


Illustration 
The summarised balance sheet at December 31, 1960, 
and profit and loss account for 1960 of Lemons Ltd. are 
as follows: 


Balance Sheet 
£ £ 
Capital and reserves 240,000 Sundry assets 360,000 
Long-term debt (5 
percent.) .. 120,000 
£360,000 £360,000 
Profit and Loss Account 
£ 
Sales .. ad 500,000 
Less: Sundry expenses 464,000 
Profit before deduction of interest 36,000 
Less: Interest on long-term debt 6,000 
Net profit £30,000 
Alternative methods of computing the rate of return 
upon capital include: 
__ Net profit+interest on long-term debt 
(i) Rate of return= os 
£36,000 
60,000 10 per cent. 
Net profit 
(ii) Rate of return= 
£30,000 
"000 124 per cent. 


The relationship between these two figures obviously 
provides some indication of the capital structure, or 
gearing, of the company. The rate of return upon the 
funds provided by shareholders (124 per cent.) is greater 
than that upon the assets as a whole simply because loan 
creditors have been found who are willing to accept a 
relatively low return upon their money (5 per cent.). 
Unfortunately there are various measures of gearing; but 
if the American idea of leverage factor is taken, this is 
simply: 
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Leverage Total Assets Net profit 
factor Capital-++Reserves Net profit before deducting interest 


£360,000 £30,000 _ 1.25 
£240,000 £36,000 ~ 


Alternatively: 


Return on equity — 124 per cent. 
=1,25 
Return on total assets 10 per cent. 
This is merely another way of saying that the rate of 
return earned on equity is 1.25 times as great as that on 


Leverage factor = 
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total assets because of the way the capital is geared. 

Those interested in studying this matter further are 
recommended to read Return on Capital as a Guide to 
Managerial Decisions, Research Report No. 35 of the 
(American) National Association of Accountants, which, 
in addition to dealing with the foregoing matters in some 
detail, considers such problems as determining the rate of 
return for the various segments of an undertaking, and 
the use of the return on capital as a guide in pricing. 


SCHEDULE E LIABILITY 


THE FOLLOWING IS a useful way of remembering the rules 
of assessment under Schedule E. 


(a) Where the services are performed wholly in the United 
Kingdom, the person performing them is liable on the 
whole of the income: if he is resident and ordinarily 
resident, under Case I; otherwise, under Case II. 

(b) Where the services are performed partly in the U.K. and 
partly abroad, the person is liable: if he is resident and 
ordinarily resident, under Case I on the whole of his 
emoluments; if he is not resident, or if resident then not 
ordinarily resident, under Case II on the emoluments for 
duties performed in the U.K. If he is resident but not 
ordinarily resident, his emoluments for duties performed 
abroad are charged under Case III if remitted to the 
U.K.; if he is not resident they are exempt. 

(c) Where the services are performed wholly abroad, a 
person resident is liable on remittances under Case III 
whether he is ordinarily resident or not; a non-resident is 
exempt. 

Another way of looking at the problem is this: 


(i) A person resident and ordinarily resident in the U.K. 
is liable on all emoluments except where the duties are 
performed wholly outside the U.K. 

(ii) A person resident but not ordinarily resident in the U.K. 
is liable on the emoluments for the duties performed in the 


U.K. 
(iii) The above two classes are liable on remittances from 


other emoluments. 

(iv) A non-resident person is liable on the emoluments for 

services performed in the U.K.; he has no liability on 

services performed elsewhere. 

If a person domiciled outside the U.K. but resident in 
the U.K. is employed by an employer resident outside 
and not resident in the U.K., the remittance basis 
applies—that is, he is chargeable only on moneys 
received in the U.K. If he is employed by a U.K. em- 
ployer (that is, any other person), the ordinary rules 
apply. 

Duties performed in the U.K. which are merely 
incidental to the performance of main duties outside the 
U.K. are deemed to be performed outside the U.K. 
Similarly, duties performed outside the U.K. which are 
merely incidental to the main duties within the U.K. are 
deemed to be performed in the U.K. (For this purpose 


“U.K.” is used here to include the United Kingdom and 
Eire.) 

Where assessments are made on persons domiciled 
abroad and working for employers resident abroad, so 
that the income is foreign emoluments, the Revenue 
operates a modified form of P.A.Y.E. scheme whereby 
it asks for payments based on the previous year’s income 
or on the taxpayer’s estimate of the income for the 
current year. The amounts due are payable by quarterly 
instalments. The taxpayer can claim adjustments at the 
end of each quarter, to which effect is given in the 
succeeding quarter. 
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The Institute of Chartered Accountants 
in England and Wales 


Members’ Library 


The Librarian reports that among the books 
and papers acquired by the Institute in recent 
weeks by purchase and gift are the following: 


Accounting Systems: procedures and 
methods; by C. Gillespie: 2nd edn. 
Englewood Cliffs, N.J. 1961. (Prentice- 
Hall, 88s.) 

Administrators in Action: British case 
studies: vol. 1; by F. M. G. Willson. 
1961. (George Allen & Unwin, 35s.) 


American Management Abroad: a hand- 
book for the business executive overseas; 
by G. D. Bryson. New York. 1961. 
(Harper, 35s.) 

Back Duty Manual; by A. J. Roper: 2nd 
edn. 1961. (Butterworths, 30s.) 

The Building Societies Act, 1960; by J. 
Mills & R. Scott. 1961. (Stevens, 84s.) 
The Building Societies Acts, 1874-1960. . - 
with extracts from associated legislation; 
ed. by R. B. Fuller: Sth edn. 1961. 

(Franey, 75s.) 

The Capital Budgeting Decision; by H- 
Bierman and S. Smidt. New York. 1960. 
(Macmillan, 42s.) 

The City of London as a Centre of Inter- 
national Trade and Finance . . . lectures 
. .. Institute of Bankers). 1961. (1. of B., 
20s., presented.) 

Electronic Data Processing and Auditing; 
by F. Kaufman. New York. 1961. 
(Ronald Press, 51s. 6d.) 

Equitable Payment: a general theory of 
work, differential payment, and indi- 
vidual progress; by E. Jaques. 1961. 
(Heinemann, 35s.) 

Essays on Accountancy; by A. C. Littleton. 
Urbana, Ill. 1961. (U. of Illinois Press, 
80s.) 

Financial Statement Analysis: principles 
and technique; by J. N. Myer; 3rd edn. 
Englewood Cliffs, N.J. 1961. (Prentice- 
Hall, 58s. 6d.) 

The Friendly Societies in England, 1815- 
1875; by P. H. J. H. Gosden. 1961. 
(Manchester University Press, 32s. 6d.) 


Hire-Purchase and Credit Sales; by W. D. 
Park: 2nd edn. 1961. (Solicitors’ Law 
Stationery Soc., 12s. 6d.) 

Hire Purchase in a Free Society; by R. 
Harris, Margot Naylor and A. Seldon: 
3rd edn. 1961. (Hutchinson, 30s.) 


History of Public Accounting in the United 
States; by J. D. Edwards. East Lansing, 
Michigan. 1960. (Michigan U., presented 
by Sir Russell Kettle, $6.50.) 


History of the Society of Incorporated 
Accountants 1885-1957; by A. A. 
Garrett. 1961. (O.U.P., 24s.) 


How I Made $2,000,000 in the Stock 
Market; by N. Darvas. 1961. (Heine- 
mann, 18s.) 


The Human Side of Enterprise; by D. 
McGregor. New York. 1960. (McGraw- 
Hill, 38s. 6d.) 


Industry and Careers: a study of British 
Industries and the opportunities they 
offer; (ed.) by D. E. Wheatley. 1961. 
(lliffe Books, 55s.) 


An Introduction to Public Administration; 
by E. N. Gladden. 1961. (Staples, 30s.) 


Launching and Managing O and M; by 
G. E. Milward. 1961. (Macmillan, 15s.) 


Mathematics in Your World; by K. 
Menninger: trans. by P. S. Morrell and 
J. E. Blainey. 1961. (G. Bell, 21s.) 


Mathematics of Accounting; by A. B. Curtis 
& J. H. Cooper: 4th edn. 1961. (Prentice- 
Hall, 70s.) 


The Rationale of the Sterling Area; by A. 
R. Conan. 1961. (Macmillan, 21s.) 


Responsibility Reporting; ed. by K. S. 
Axelson. New York. 1961. (Peat, Mar- 
wick, Mitchell & Co., presented.) 


Secretaries Journal Key to Company Law 
and practice; by T. Bolton and P. F. 
Hughes: 2nd edn. [1961.] (Secretaries 
Journal, presented by the publishers, 15s.) 


The Shops Act, 1950 (being a fourth edition 
of Wilkinson’s “The Shops Acts’’): 4th 
edn. by R. Davies (& G. M. Butts). 1961. 
(Solicitors’ Law Stationery Soc., 45s.) 


Stevenson’s Book of Quotations classical 
and modern; by B. Stevenson: 9th edn. 
(1958.) (Cassells, 105s.) 


Supermarketing; by F. J. Charvat. New 
York. 1961. (Macmillan, 48s. 6d.) 


Taxation of Companies . . .; by G. C. 
Sharma. Delhi. 1961. (Taxation, 52s.) 


The Theory and Measurement of Business 
Income; by E. O. Edwards and P. W. 
Bell. Berkeley, California. 1961. (Un. of 
California Press, 60s.) 


A Theory of Accounting to Investors; by 
G. J. Staubus. Berkeley, California. 
1961. (U. of California Press, 32s.) 
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Uniform Cost Accounting and the classi- 
fication and coding of accounts; by K. S. 
Most. 1961. (Gee, presented, 30s.) 


Examinations— 
November, 1961 


DETAILS ARE GIVEN below of the November, 
1961, examinations of the Institute and of 
The Society of Incorporated Accountants 
(in voluntary liquidation). 

The prescribed examination entry form 
together with the appropriate fee must be 
received at the Institute not later than the 
last day stated below. Late entries cannot 
be accepted. 

Candidates are advised in their own 
interests to submit their entry forms as soon 
as possible. Entry forms for ALL examina- 
tions may be obtained from the Secretary of 
the Institute, Moorgate Place, London, 
E.C.2. 


Institute Examinations 

Preliminary .. November 14, 15, 16 and 
17. 

Intermediate .. November 21, 22 and 23. 

Final .. November 28, 29 and 30, 

and December 1. 

LAST DAY FOR RECEIPT OF ENTRY FORMS: 

Preliminary examination October 10 
Intermediate examination October 17 
Final examination .. October 24 

The Preliminary examination will be held 
in London and Manchester. The entry fee is 
£5 5s. Od. 

The Final examination will be held in 
Birmingham, Cardiff, Leeds, Liverpool, 
London, Manchester and Newcastle upon 
Tyne. The Intermediate examination will be 
held at the above centres, Bristol and 
Nottingham. The entry fee for the Inter- 
mediate examination is £6 6s. Od. and for 
the Final examination £8 8s. Od. 


Society Examinations 
Final .. November 28, 29 and 30, 
and December 1. 


The examination will be held in Birm- 
ingham, Belfast, Cardiff, Dublin, Glasgow, 
Leeds, Liverpool, London, Manchester and 
Newcastle upon Tyne, The fees are as 
follows: 

Final, Part I (taken separately) .. £4 4s. Od. 
Final, Part II (taken separately)... £4 4s. 0d. 
Final, Parts I and II together .. £8 8s. Od. 

This is the last occasion on which the Final 
examination of the Society will be held. No 
student will be permitted to present himself 
for one part only of the examination if he 
has not previously passed the other part. 
LAST DAY FOR RECEIPT OF ENTRY FORMS: 
Candidates for membership of the English 
Institute, October 24. 

(Candidates for membership of the 
Scottish Institute, September 20; for 
membership of the Irish Institute, November 
1; on forms provided by the respective 
Institutes.) 
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District Societies 


NORTHERN 

THE PRESIDENT FOR 1960/61 is Mr. P. T. 
Duxbury, F.c.A., and the Vice-President 
Mr. J. C. Benson, F.c.A. The Honorary 
Secretary is Mr. R. W. Thorburn, F.c.A., 
12 Windsor Terrace, Newcastle upon Tyne 


MR. P. T. DUXBURY, F.c.A. 


Mr. Percival Thomas Duxbury, F.C.A., 
President of the Northern Society of Char- 
tered Accountants, was educated at Harro- 
gate and served articles in North Shields. 
He became a member of the Institute in 1925, 
and has been in practice on his own account 
in North Shields since 1927. He has been a 
member of the Committee of the Northern 
Society for eleven years. 

Mr. Duxbury is a director of several 
companies, vice-chairman of a_ building 
society and a trustee of the local savings 
bank. 


GRIMSBY AND NORTH 
LINCOLNSHIRE BRANCH 

AT A RECENT cricket match between mem- 
bers of the Branch and of the Students’ 
Society of North Lincolnshire, the Branch 
scored 86 for 8, and the students 90 for 7. 


STOKE-ON-TRENT AREA BRANCH 

THE FOLLOWING HAVE been elected officers 
of the Branch for the year 1961/62: Chair- 
man, Mr. C. Malkin; Immediate Past- 
Chairman, Mr. E. Buxton; Founder 
Chairmen, Mr. F. W. Carder and Mr. F. G. 
Nicholas; Vice-Chairman, Mr. R. R. 
Gowar; Hon. Secretary, Mr. N. E. Dun- 
ning; Hon. Treasurer, Mr. F. W. Carder, 
Jnr.; Hon. Librarian, Mr. A. B. Snow. 
Committee: Mr. C. W. Blagg, Mr. C. C. 
Bullock, Mr. R. D. Little, Mr. H. Poole, 
Mr. A. Tucker-Feltham, Mr. E. O. Toft, 
Mr. S. R. Woodgett. Member of the 
Branch serving on the Birmingham and 
District Society Committee: Mr. C. W. 
Blagg (alternate Mr. A. B. Snow). On the 
Birmingham Regional Taxation Research 
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Committee: Mr. R. R. Gowar. On the 
Committee of the Stoke-on-Trent Area 
Branch of the Birmingham Chartered 
Accountant Students’ Society: Mr. N. E. 
Dunning. Hon. Auditor: Mr. G. B. 
Bennett. 


Union of Chartered 
Accountant Students’ 
Societies 

MEMBERS OF STUDENTS’ societies are re- 
minded that all students’ societies welcome 
to their meetings members of other societies 
who are temporarily in their area. 

There is also an arrangement for transfer 
of membership without additional fee for 
members who permanently change their 
district. The interchange should be carried 
out through the secretaries of the societies 
concerned. 

Students’ meetings in all parts of the 
country, arranged under town headings, are 
included in Forthcoming Events in each 
issue of ACCOUNTANCY. 


Chartered Accountants’ 
Benevolent Association 


AT A RECENT meeting of the Executive 
Committee the chair was taken by Mr. F. 
J. B. Gardner, F.c.A., in the absence of the 
President, and seven members were present. 


Applications for Assistance 
Seven new applications for assistance were 
considered. In four cases a grant was made; 
in two cases a donation was given; one case 
was deferred pending further enquiries. 
One of the new cases considered by the 
Committee followed the sudden death of a 
member at the early age of 37, due to a 
coronary, leaving a widow and two sons 
aged seven and three. Apart from their 
house which is subject to a mortgage, their 
only income is the widowed mother’s 
allowance and about £50 per annum from 
investments. A grant of £220 per annum 
for one year was made. 


Applications for Further Assistance 

Sixteen cases for further assistance were 
considered. In ten cases the grant was 
renewed and in six cases the grant was 
reduced owing to improved circumstances. 


Special Fund 

One new application for assistance was 
considered and a grant was made. One 
application for further assistance was 
considered and the grant renewed. 


Matters Reported 

The Honorary Secretary reported changes 
in circumstances in six cases. In two cases 
he was pleased to report that circumstances 


had improved to make assistance no longer 
necessary; in four cases grants were 
adjusted or donations made. 


Forthcoming Events 


BIRMINGHAM 
Members’ Meetings 

September 22-24.—Weekend course at the 
University College of North Staffordshire, 
Keele. Papers by Mr. T. A. Hamilton 
Baynes, M.A., F.C.A., and Mr. G. H. Ross 
Goobey, F.LA., F.S.S., F.1S. 

October 12.—‘A Banker Looks at Balance 
Sheets,” by Mr. H. H. Hutchinson, 
Assistant General Manager of Barclays 
Bank. Queen’s Hotel, at 6 p.m. (tea 5.15). 


Students’ Meetings 
September 20-23.—Residential course at 
Merton College, Oxford. 
October 1.—Motor Treasure Hunt with the 
Birmingham Law Students’ Society. 
October 10.—Tea to welcome new members, 
followed by “Advertising,” by Mr. J. A. 
Black. 
October 17.—“The Judicial Procedure in 
Court,” by Mr. J. A. D. Owen. 


BLACKPOOL 
Members’ Function 
October 18.—Annual dinner and dance of 
the North Lancashire Branch of the Man- 
chester Society. Imperial Hotel. 


BRADFORD 
Members’ Function 
October 6.—Dinner-Dance, Midland Hotel, 


BRIGHTON 
Members’ Function 
September 22.—Brighton Area _ dance. 
Richmond Hotel, at 8 p.m. 


Students’ Meetings and Function 
September 23.—‘‘Taxation,” by Mr. B. J. 
Dalling. For first year students. Conference 
Room 3, Royal Pavilion, at 10.30 a.m. 
September 25.—Mock public company 
annual general meeting. Conference Room 
1, Royal Pavilion, at 7.30 p.m., followed by 
free buffet. 

September 25-29. — Twelfth residential 
course for Intermediate students. 
September 29.—Tea meeting for first year 
students. Royal Pavilion, at 4 p.m. 
September 30.—‘‘Auditing,” by Mr. R. J. 
Treen. For first year students. Conference 
Room 3, Royal Pavilion, at 10.30 a.m. 
October 2.—Mock Income Tax Appeal 
meeting. Conference Room 1, Royal 
Pavilion, at 7.30 p.m., followed by free 
buffet. 

October 2-6.—Twelfth residential course 
for Final students. 

October 7.—‘‘Partnerships,” by Mr. C. P. 
Beard. For first year students. Conference 
Room 3, Royal Pavilion, at 10.30 a.m. 
October 9.—All-day visit to Business 
Efficiency Exhibition, Olympia, London. 
October 13.—Buffet (free) meeting. King & 
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Queen Hotel, Marlborough Place, at 6 p.m. 
Followed by lectures. 


BRISTOL 
Students’ Meeting 
October 3.—Visit to St. Annes Board Mill. 


CAMBRIDGE 

Students’ Meetings 
September 28.—‘Contract Law,” by Mr. 
F. R. G. Lowe, Li.B., and “Branch 
Accounts,” by Mr. V. S. Hockley, c.a. For 
Intermediate students. University Arms 
Hotel, 11.0 a.m. and 2.30 p.m. 
September 28.—‘‘Bankruptcy and Liqui- 
dation Accounts,” by Mr. V. S. Hockley, 
c.A., and “English Law Paper II,” by Mr. 
F. R. G. Lowe, Li.B. For Final students. 
University Arms Hotel, 11.0 a.m. and 
2.30 p.m. 


CHESTER 

Members’ Meetings 
September 22.—General Meeting to discuss 
points of topical interest. 
September 27.—Annual golf match against 
representatives of the Institute of Bankers, 
Chester, Wrexham and District Centre. 
Chester Golf Club, at 2.30 p.m. 
October 12.—Joint meeting with H.M. 
Inspectors of Taxes. Blossoms Hotel, at 
6.0 p.m. 


COLWYN BAY 
September 22.—General meeting to discuss 
points of topical interest. Colwyn Bay 
Hotel, at 6.15 p.m. 


COVENTRY 

Students’ Meetings 
September 25.—‘Bankruptcy,” by Mr. J. F. 
O'Reilly, Assistant Official Receiver, Bir- 
mingham. 
October 9.—‘‘Income Tax Appeals and 
Hearings,” by Mr. W. G. Motley, H.M. 
Inspector of Taxes. 
October 23.—Lecture on “Executorship 
Apportionments,” by Mr. J. N. McKenzie, 
B.COM., F.C.A. 


DERBY 
Members’ Function 
October 6.—Annual Dinner of the Derby 
Branch. Midland Hotel. 


EASTBOURNE 
Members’ Meetings 
October 7.—“The Stock Exchange,” by 
Mr. F. Meddings, F.1.B. 
October 13.—‘Statutory and Equitable 
Apportionments” and “Consolidated Ac- 
counts,” by Mr. V. S. Hockley, B.coM., C.A. 


Students’ Meeting 
September 23.—“Banking,” by Mr. H. B. 
Savill, F.1.B. The Civil Defence Hail, 
Furness Road, at 10.30 a.m. 


EXETER 
Members’ Meeting 
October 20.—‘Estate Duty,” by Mr. Philip 
Shelbourne. Rougemont Hotel, at 6.15 
p.m. 


GRIMSBY 
Members’ Meeting 
October 16.—Luncheon meeting. “Farm 
Valuations,” by Mr. R. M. Chatterton, 
F.A.I. Royal Hotel, 1.0 p.m. 


Students’ Meetings 
September 21.—Tour of a trawler. Meet 
outside Northern Trawlers Ltd., Fish 
Docks, Grimsby, at 6.15 p.m. 
October 5.—‘‘Maintenance Claims and 
Excess Rents,” by Mr. G. Reynolds, F.c.A. 
At 77 Victoria Street, 7.30 p.m. 


HASTINGS 
Students’ Meeting 
October 14.—‘Dissolution of Partner- 
ships,’ by Mr. H. A. Astbury, F.c.A. 
Yelton Hotel, White Rock, at 10.15 a.m. 


HUDDERSFIELD 

Members’ Meetings 
October 10.—Luncheon meeting with In- 
spectors of Taxes. Whiteley’s Restaurant, 
12.30 p.m. 
October 19.—‘‘Limitations on Surtax and 
Estate Duty Liabilities, by Means of 
Settlements,” by Mr. G. B. Graham. 
George Hotel, 7.30 p.m. 


HULL 
Students’ Meetings 
October 6.—‘Examination Approach to 
Costing,” by Mr. G. Tattersall Walker. 
October 13.—‘*Mechanised Accounting”— 
visit to the Distillers Company. 


KEELE 
September 22-24.—Weekend course of the 
Birmingham and District Society at Uni- 
versity College of North Staffordshire, 
Keele. Papers by Mr. T. A. Hamilton 
Baynes, M.A., F.c.A., and Mr. G. H. Ross 
Goobey, F.LA., F.S.S., F.LS. 


KINGSTON-UPON-THAMES 
Members’ Meeting 
October 2.—At the Kingston Hotel. 


LEEDS 
Members’ Meetings 
22.—Annual Golf Meeting, 


September 
Ganton Golf Course. 

September 27.—Luncheon meeting. Great 
Northern Hotel, 12.45 p.m. 

October 20.—Luncheon meeting. Great 
Northern Hotel, 12.45 p.m. 


Students’ Meetings 
All lectures are held at the Leeds and County 
Conservative Club, South Parade. 
September 27.—‘*Personal Computations” 
and “Surtax”, by Mr. J. M. Higgison, 
F.c.A. At 4.30 and 6.0 p.m. 
October 4.—Mock Civil Court Action. At 
6.0 p.m. 
October 16.—Visit to the English Steel 
Corporation Ltd., Sheffield. 


LEICESTER 
Members’ Function 
October 16.—Annual dinner. Grand Hotel, 
7.0 for 7.30 p.m. 


1961 


LIVERPOOL 

Students’ Meetings 
All meetings at the Library, 5 Fenwick 
Street, at 5 p.m. 
September 21.—‘‘Aspects of Investments,” 
by Mr. G. Heywood, M.B.E., F.I.A., F.F.A. 
October 5.—‘*Confidence Men and Pick- 
pockets,” by Mr. H. R. Balmer. 
October 19.—“The Common Market,” by 
Mr. W. Robertson, M.A. 


LONDON 
Members’ Meetings and Function 

September 27.—Management Discussion 
Group. “King’s Arms,” Buckingham Palace 
Road, London, S.W.1, at 6.0 p.m. 
October 2.—South-West London Dis- 
cussion Group. Kingston Hotel, Wood 
Street, Kingston-upon-Thames, at 6.45 
p.m. 
October 4.—Taxation Discussion Group. 
“Cheshire Cheese,” 10 Surrey Street, 
W.C.2, at 6.0 for 6.15 p.m. 
October 11.—City Discussion Group. Tiger 
Tavern, 1 Tower Hill, E.C.3, at 6.0 for 
6.30 p.m. 
October 18.—North London Discussion 
Group. Russell Hotel, Russell Square, 
London, W.C.1I, at 6.30 p.m. 
October 26.—Annual Dinner of the London 
and District Society. Hall of the Carpen- 
ters Company, Throgmorton Avenue, 
E.C.2, at 7.0 for 7.30 p.m. 


Students’ Meeting 
September 21-24. — Autumn residential 
course, Balliol and Trinity Colleges, 
Oxford. 


LUTON 
October 17.—Members’ discussion group. 
Office of Messrs. Crew, Turnbull & Co., 
George Street West, at 7.30 p.m. 


MANCHESTER 
All meetings at Chartered Accountants’ Hall, 
46 Fountain Street. 


Members’ Meetings and Functions 
September 20.—Discussion group: “The 
Parker Report on Education and Training.” 
At 5.30 for 6.0 p.m. 

September 29.—President’s Sherry Party. 
At 5.45 p.m. 
October 9.—Luncheon meeting. “Four 
Days a Week and Four Thousand Pounds 
a Year: Some loose leaves from a profes- 
sional Accountant’s Diary, 1984,” by Mr. 
R. S. Boddington, M.A., A.C.A. 
October 18.—Discussion group: “Expenses 
for Taxation—to allow or not to allow.” 
At 5.30 p.m. 

Students’ Meetings 
In addition to the meetings set out below, the 
following lectures have been arranged by the 
Joint Tuition Committee: 
Intermediate lectures on September 23 and 
30, October 7, 14 and 21, at 9.30 and 11.0 
a.m. Final lectures on the same dates and at 
the same times. 
All meetings will be held at the Chartered 
Accountants’ Hall, 46 Fountain Street, at 
6.0 p.m. 
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September 28.—‘Standard Costing,” by 


Mr. V. R. Anderson, A.C.A. 

October 5.—“Industrial Relations,” by Mr. 
J. Rosenfield, Education Officer, Union of 
Shop, Distributive and Allied Workers. 
October 12.—President’s Tea Party for 
newly articled clerks, 4.45 p.m. “Training 
of the Articled Clerk, with special regard 
to study and examination technique,” by 


' Mr. J. A. Edwards, F.c.A., at 6.0 p.m. 


October 19.—‘Steps in Bankruptcy Pro- 
ceedings,” by Mr. W. H. Meredith (Official 
Receiver in Bankruptcy). 


MIDDLESBROUGH 
Students’ Meeting 
October 10.—‘‘Prospectuses and Incor- 
poration,” by Mr. F. N. Lee-Oldfield. 
Grand Hotel, at 6.15 p.m. 


NEWPORT, I.o.W. 
Students’ Meeting 
September 26.—‘‘The Secretary of the Small 
Company,” by Mr. C. R. Curtis. Bugle 
Hotel, at 5.30 p.m. 


NORWICH 
October 9-14. — Students’ Residential 
Course at Assembly House. 


NOTTINGHAM 

Students’ Meetings 
All meetings held in the ballroom of the 
Elite Cinema. 
October 4.—‘‘Bankruptcy and Receiver- 
ship,”’ by Mr. S. G. Morris. At 4.0 p.m. 
October 11.—Mock Company Meeting. 
At 5.30 p.m. 
October 18.—‘*Municipal Finance,” by Mr. 
S. J. Nicklin, F.S.A.A., F.LM.T.A. At 5.30 p.m. 


OXFORD 

Students’ Meetings 
September 20-24.—Residential course for 
members of the Birmingham Students’ 
Society. Merton College. 
September 21-24. — Autumn residential 
course for members of the London Students’ 
Society. Balliol and Trinity Colleges. 
October 17.—“‘Unusual Forms of Insur- 
ance,” by Mr. S. R. Fenwick, F.c.1.1. 
Clarendon Restaurant, George Street, at 
6.30 p.m. 


PLYMOUTH 
Members’ Meetings 
October 19.—‘*The Help that a Practising 
Accountant can give his Clients on Manage- 
ment Accounting,” by Mr. C. R. Curtis, 
M.SC.(ECON.), PH.D., F.C.1.s. Grand Hotel, at 
6.15 p.m. 


Students’ Meetings 

September 21.—‘‘Consolidated Accounts” 
and “Schedule D Income Tax, Capital 
Allowances and. Profits Tax,” by Mr. 
J. M. Higgison, F.c.a. Primarily for Final 
students. Grand Hotel, at 11.0 a.m. and 
2.0 p.m. 

September 22.—‘‘Partnership Accounts and 
Income Tax” and “Executorship Ac- 
counts,” by Mr. J. M. Higgison, F.c.A. 
Primarily for Intermediate students. Grand 


Hotel, at 11.0 a.m. and 2.0 p.m. 

October 19.—‘*Management Accounting,” 
by Mr. C. R. Curtis, M.sc.(ECON.), PH.D., 
F.c.1.s. Grand Hotel, at 4.15 p.m. 


PRESTON 
The following lectures, to be held at the 
Reform Club, Chapel Street, at 10.0 and 
11.15 a.m., have been arranged by the 
Manchester Joint Tuition Committee. 
Intermediate lectures on September 23 and 
30, October 7, 14 and 21. 
Final lectures on September 23 and 30, 
October 7, 14 and 21. 


SHEFFIELD 
Members’ Meetings 
September 28.—Luncheon to welcome 
newly qualified members of the Institute. 
Kenwood Hotel, 12.30 for 1.0 p.m. 
September 28.—Golf Section meeting. 
Kenwood Hotel, at 5.45 p.m. 


SOUTHAMPTON 

Students’ Meeting 
October 19.—‘English Law,” by Mr. 
David McCarraher, M.A. Polygon Hotel. 


STOKE-ON-TRENT 
Students’ Meeting 
October 10.—“*Current Affairs,” by Mr. E. 
Buxton, F.C.A. 


SUNDERLAND 

Students’ Meetings 
September 21.—President’s Address, fol- 
lowed by film “Satisfied Customers.” 
Neville Hall, at 6 p.m. 
October 5.—**Audit of a Limited Company” 
and “Investigations,” by Mr. W. W. Bigg, 
F.c.A. Neville Hall, at 2.15 p.m. and 6 p.m. 
October 19.—‘Partnership Dissolution” 
and “Taxation—Schedule D—Relating to 
Commencement or Discontinuance of 
Business,” by Mr. J. M. Higgison, F.c.A. 
Y.M.C.A., at 2.15 p.m. and 6 p.m. 


WOLVERHAMPTON 
Members’ Meetings 
October 13.—Luncheon in honour of the 
Birmingham and District Society President. 
Reynolds Windsor Room, at 1.0 p.m. 
October 23.—“Under Big Ben,” by Mr. 
Anthony Wedgwood Benn. Victoria Hotel, 
at 5.30 p.m. 


Students’ Meetings 
September 29.—‘Taxation,” by Mr. E. 
Cockson-Jones, B.COM., B.SC., A.C.A. 
October 6 .— “Taxation,” by Mr. E. 
Cockson-Jones, B.COM., B.SC., A.C.A. 
October 13.—‘“Taxation,” by Mr. E. 
Cockson-Jones, B.COM., B.SC., A.C.A. 


WORCESTER 
Students’ Meetings 

All at the Crown Hotel, at 6.30 p.m. 
September 22.—“Verifying the Existence of, 
and Valuation of, Assets,” by Mr. A. C. 
Simmonds, F.c.A. 

October 4.—“Estate Duty,” by Mr. B. W. 
Sutherland, F.c.A. 

October 11.—‘Consolidated Accounts,” by 


Mr. T. Hamilton Baynes, F.c.A. 
October 18.—*Company Law,” by Mr. E. 
Ag Norton. 


YORK 
Members’ Meeting 
October 18.—Luncheon meeting. De Grey 
Rooms, at | p.m. 


Personal Notes 


Mr. Gavin Miller, F.c.A., practising as 
Gavin Miller & Chilton, Cardiff, announces 
that Mr. George Stockwell, A.c.A., is now 
a partner in the firm. The name of the firm 
remains unaltered. 


Messrs. Farr, Rose & Gay, Chartered 
Accountants, London, E.C.2, announce 
that Mr. H. Rose, F.c.A., has retired from 
the firm but continues to be available in a 
consultative capacity. Mr. B. P. Davis, 
A.C.A., has been admitted into partnership. 
The name and address of the firm remain 
unchanged. 


Mr. E. J. Aaronson, F.c.A., has been 
appointed general manager, overseas opera- 
tions, of The General Electric Company 
Ltd. 


Messrs. Westbury, Schotness & Co., 
Chartered Accountants, London, W.C.1, 
announce that Mr. D. Conway, A.c.A., has 
been admitted as a partner. 


Messrs. H. R. Horne & Partners, 
Chartered Accountants, Derby, having taken 
over the practice of Webster and Goffin, 
23 Commercial Street, Mansfield, are carry- 
ing on the joint practice under the style of 
H. R. Horne & Partners at both addresses 
and also at Alexander Chambers, Alexander 
Street, Eastwood, Notts. 


Mr. R. L. Tiffany, F.c.A., assistant 
manager of B.W. Trade Facilities Ltd., 
London, S.W.1, has been appointed secre- 
tary. 

Messrs. Whinney, Murray & Co. an- 
nounce that they have opened an office at 
5 Custom Street (P.O. Box 2442), Lagos, 
Nigeria, with Mr. A. M. Greenland, T.D., 
F.C.A., aS resident manager. 


Messrs. Proctor & Proctor, Chartered 
Accountants, Burnley, Manchester and Nel- 
son, advise that Mr. Nicholas Waddington, 
F.C.A., who has been a senior member of 
their staff for many years, has been taken 
into partnership. 

Messrs. Elliott Norman Jacobs & Co., 
London, S.W.1, announce that Mr. 
Geoffrey P. Levy, A.c.A., has been taken 
into partnership. The name of the firm 
remains unchanged. 


Mr. D. A. Pizzey, A.c.A., announces that 
he has renounced the use of his former 
surname of Pizzey and has adopted the 
surname of Palmer. He also announces that 
he has retired from the firm of C. Haines 
Watts & Co. 
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Members of the 
INSTITUTE OF CHARTERED ACCOUNTANTS 
in England and Wales 


can secure from 


C.A.R.B.S. 


a contract which provides a widow or 
dependant with an annuity commencing on 
the death of the member from any cause 
at any time after the acceptance 
of the first premium. 


The contract also provides a retirement 
benefit for the member, commencing 
at any age between 60 and 70. 


Income Tax and Surtax 
relief on the contributions under 
The Finance Act, 1956 


Particulars from: 


The Scheme Secretaries 
8 Boston Avenue 
Southend-on-Sea 

Essex 


NATIONAL PROVINCIAL BANK LIMITED 


AGCOUNTANCY 


William Pickles, B.Com. (Vict.), 

F.C.A., F.R.S.A. The new third edition. 
Pickles’ ACCOUNTANCY has long 
been one of the best-known and most 
used of all accountancy textbooks. 
Authoritative, clear and detailed, this is 
an essential work for every practitioner 
and student of accountancy. The new 
edition is of course generally revised 
and brought up to date; and particular 
stress has been laid on those 
recommendations of the Council of The 
Institute of Chartered Acccountants in 
England and Wales that seem most 
helpful to the student. ‘‘A handsome 
book . . . a valuable addition to the 
many publications on the subject’’— 
Institute of Book-keepers Journal 37/6 


PITMAN 


Aa 
XXxix 
— 
a 
' 
a 
/ 
| 
ace 


Classified Advertisements 


Advertisements under “‘ Appointments Vacant”, “Practices & Partnerships’, “Appointments Required”, “‘Articled 
: Clerks” —eightpence per word. Under “Official Notices’’, “‘Miscellaneous” and other headings—one shilling per 
! word. Box numbers—five shillings extra (including the five words in the advertisement). Semi-displayed panels—£4 
: per column inch. All terms prepaid. Replies to Box Number advertisements should be addressed Box No... . clo 
© 7 ACCOUNTANCY, Moorgate Place, London, E.C.2, unless otherwise stated. It is requested that the Box Number be 


also placed at the bottom left-hand corner of the envelope. 


APPOINTMENTS REGISTER OF THE INSTITUTE 
OF CHARTERED ACCOUNTANTS IN ENGLAND 
AND WALES 


Employers who have vacancies for members on their 
staffs and also members seeking new appointments are 
invited to make use of the facilities provided by the 
Institute’s Appointments Register. No fees are payable. 
All enquiries should be addressed to the Appointments 
Officer, Moorgate Place, London, E.C.2. Tel. Moorgate 
5644. 


APPOINTMENTS VACANT 


£925 upwards, according to experience, will 
be paid by a leading firm of chartered ac- 
countants to qualified men to be based on 
their City office. Experience will cover 
auditing in a variety of industries and there 
will be opportunities later for suitable 
individuals on management services work. 
Luncheon vouchers and paid overtime in 
addition. Five-day week and pension scheme. 
Box No. 106, c/o ACCOUNTANCY. 


ABILITY to accept responsibility and prepare 
accounts to completion is the qualification for 
appointment to Staff of Southampton Chartered 
Accountants. Commencing salary range £800-£1,000 
per annum, according to experience. Box No. 104, 
c/o ACCOUNTANCY. 


ACCOUNTANT required, preferably qualified, by 
Company mainly engaged in National distribution of 
knitting wools, etc. Able to prepare monthly account. 
Excellent opportunity to gain experience in the 
commercial field. Age under 30. Write in confidence 
to the Managing Director, WM. Briccs & Co. LTD., 
34 Cannon Street, Manchester 4. 


AUDIT CLERKS. Many vacancies waiting for 
Senior, Semi-senior or Junior. Call BooTH’s AGENCY, 
80 Coleman St., Moorgate E.C.2. 


CHIEF ACCOUNTANT 


MINISTRY OF FINANCE 
(INTERNAL REVENUE DIVISION) 
EASTERN NIGERIA 


Appiications are invited from suitable can- 
didates to fill a vacancy for a Chief Ac- 
countant, Ministry of Finance (Internal 
Revenue Division). 


Qualifications: Candidates should possess 
full professional accounting qualification 
and must have had training and experience 
in Powers Samas mechanised system. (2) 
Experience in taxation and government 
accounting system is essential. Age limit 
22 to 55. 


Duties: Full charge of and complete 
responsibility for the accounts of the B.I.R., 
which at present relate to Income Tax, 
Entertainments Tax and Purchase Tax. The 
emphasis will be on mechanised accounting 
and statistics. 


Salary: £2,376 to £2,532 per annum inclusive 
of inducement pay. Point of entry will 
depend on experience. Generous allowances 
and leave, furnished accommodation and 
free passage for successful candidate and 
his family will be provided. 


Applications stating age, qualifications 
and experience should be sent to the Recruit- 
ment Officer (Eastern Nigeria), OFFICE OF 
THE AGENT-GENERAL FOR EASTERN NIGERIA, 
9 Northumberland Avenue, London, W.C.2. 


AN EXCELLENT OPPORTUNITY for a qualified 
lady Accountant exists on the staff of the Trust 
Department of well known Chartered Accountants in 
the City of London. The work is interesting and 
varied, with a progressive salary starting at between 
£750 and £1,000 a year according to ability and 
experience. Luncheon vouchers provided. A pension 
scheme operates and there is a five day week. Please 
write fully to Box No. 111, c/o ACCOUNTANCY. 


CHARTERED ACCOUNTANTS — Price 
Waterhouse & Co., 3 Frederick’s Place, Old 
Jewry, London, E.C.2, have vacancies for 
young qualified accountants. Excellent 
prospects and opportunities for broadening 
experience in the profession. 5-day week, 
luncheon vouchers and pension scheme. 


CHARTERED ACCOUNTANTS, newly qualified or 
with some experience, required by London firm. 
Opportunities if desired for service, in the future, 
with associated firms overseas. Good salary according 
to experience, Luncheon Vouchers and Pension 
Scheme. Work will involve responsibility for large 
audits where experience warrants it. Reply with 
details of past experience to Box No. 112, c/o 
ACCOUNTANCY. 


CHARTERED ACCOUNTANT of about 28 years 
required for the position as accountant to a commer- 
cial company in Trinidad, West Indies, engaged in 
the accounting machine and allied business. His 
duties would be upon the internal affairs of the 
company. The tour for three years with three months’ 
leave upon full pay. Passages paid outwards and 
home. Local leave. Generous salary to provide for 
reasonable living standard and margin for saving. 
Apply Fitzpatrick, GRAHAM & Co., 95a Chancery 
Lane, London, W.C.2. Reference GG/BW. 


DELOITTE, PLENDER, GRIFFITHS & CO., re- 
quire additional men for the staff of their Brazil 
firm and offer well-paid posts to promising ac- 
countants. The positions offer wide experience 
mainly in connection with Brazilian subsidiaries of 
U.S.A. and U.K. corporations. Salaries, part of 
which will be paid in sterling, are revised from time to 
time to meet increases in cost of living and to award 
merit increases. Applications are also invited from 
accountants experienced in systems work and 
Management Advisory Services. All positions offer 
execelient prospects in the expanding Brazilian 
cconomy. Initial contracts are for three years with 
paid passages and home leave on termination or 
renewal. Applications should be addressed to 
Detorrre, PLENDER, GrirFitHs & Co., 5 London 
Wall Buildings, London, E.C.2. 


GERARD VAN DE LINDE & SON, 26-28 Fen- 
church Street, London, E.C.3, have vacancies on their 
Audit Staff for young qualified Accountants. Five-day 
week. Pension Scheme. Apply Staff Partner. 


LEADING shipping company has an appointment 
for an assistant accountant for their office at Port-of- 
Spain, Trinidad. Newly-qualified chartered accoun- 
tant preferred. Commencing salary from £1,500 to 
£1,650 per annum according to experience. House or 
other living accommodation provided for married 
man, subject to deduction from salary of 10 per cent. 
thereof; this is advantageous. Passages paid. Box 
No. 105, c/o ACCOUNTANCY. 


are at your service. 


ARE YOU WITH IT? 


What we are really referring to, in the modern idiom, is your 
present position. Does it offer the scope for your ambitions? 
If not we feel sure that we can assist you whether your 
interests are in the profession or the fields of industry and 
commerce. Our comprehensive registers and skilled staff 


HARRISON & WILLIS LTD. 


(ACCOUNTANCY EMPLOYMENT CONSULTANTS) 


West End City ROTHSAY, WEYHILL, ANDOVER, HANTS 
15 Berners Street, W.1. 79 Gresham Street, E.C.2. or 
LANgham 1436 MONarch 9416 BASILDON HOUSE, MOORGATE, E.C.2 


FULL TIME RESIDENTIAL COURSES 


in Andover, Hampshire 


FOR INSTITUTE EXAMINATIONS 


Separate final and intermediate courses 
Next courses commence March 3, 1962 


DONALD RICH LTD 


Full details from 
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EST. 1909 


and Applicants. 


ACCOUNTANCY/ADMINISTRATIVE 
APPOINTMENTS 


A comprehensive register of carefully selected 
applicants and a wide selection of vacancies at all 
levels, in the profession and in commerce, ensure 
immediate and efficient service to all Employers 


LAURIE & COMPANY 


(The Recognised Employment Specialists in Accountancy) 
19 BASINGHALL STREET, LONDON, E.C.2 


(MONarch 6301) 


xli 


TRADE STOCKTAKERS 


INCOME TAX OR SALE 
NORMAL TERMS 
Further particulars from 
ORRIDGE & CO Established 1846 
184 STRAND, LONDON, WC2 
Telephone: TEMple Bar 9212/3-6340 
Branches in: Liverpool, Sheffield, Birmingham, Southampton and Swansea 


MANAGEMENT ACCOUNTANT 


The National Union of Manufacturers 
Advisory Service Ltd. has been retained on 
behalf of a Client to select a Chartered 
Accountant, preferably with Cost & Works 
Accounting qualifications. 

The Company concerned is situated in 
South Wales and employs about 400 in 
diversified light engineering. The successful 
candidate will work initially with Numas 
Ltp. in reorganising office and costing 
procedures and it is hoped he will in due 
course become Company Secretary. 

Candidates should be between 28 and 40 
with at least five years experience of industrial 
accountancy and costing after qualifying. 
Salary not less than £1,500. There is a 
contributory pension scheme. 

Reply with full details in strict confidence 
to P. A. Gibbs, NATIONAL UNION OF MANU- 
FACTURERS ADVISORY SERVICE Ltp., Auck- 
land House, New Zealand Avenue, Walton- 
on-Thames, Surrey. 


OPPORTUNITY FOR YOUNG 

ACCOUNTANT 
Chartered Accountant, recently qualified, 
required for accountant’s department of 
well known food business in East Anglia. 
Successful applicant will not necessarily 
remain permanently on accountancy work, 
the intention being that experience and 
training will be directed towards a transfer to 
the commercial side after a few years. 
Initial salary £850 p.a. Applications giving 
details of age, education, qualifications and 
experience to Box No. 107 c/o ACCouNT- 
ANCY. 


QUALIFIED ACCOUNTANT, male, prospects of 
Directorship. Possibility of House. Norfolk. Please 
apply STELLA FISHER BUREAU, 436 Strand, W.C.2. 
TEMple Bar 6644. 


SENIOR. Chartered Accountant required by City 
firm. Excellent prospects for newly-qualified man 
desiring to widen experience. Salary £850 to £1,100. 
Pension scheme. Box No. 31, c/o ACCOUNTANCY. 


ACCOUNTANCY. Back Numbers of almost all 
issues from 1955 to date, and limited quantities of 
some earlier months, are available, price 3s. Od. post 
free, from ACCOUNTANCY, The Institute of Chartered 
Accountants in England and Wales, Moorgate Place, 
London, E.C.2. Requests for back numbers must be 
accompanied by the appropriate remittance. 


91 HARBOUR RD., 
INSTITUTE AND SOCIETY EXAMS. 


Expert postal and oral tuition, based on 30 years’ 
experience in preparing candidates for these Exams. 
Painstaking criticism and marking of work and 
prompt return of all papers is guaranteed. Moderate 
Fees. Tuition adapted to meet precise personal needs 
of each candidate. Copies of over 900 signed letters 
received from past students will be sent on request. 


E. IRVINE HALLAS, F.C.A. 


WIBSEY, BRADFORD 


generally. 


budgetary control systems. 


in London about September 21. 


DEMERARA COMPANY LTD. 
Proprietors of two Sugar Estates and a Distillery in British Guiana require 


FINANCE OFFICER 
who would be stationed at the Company’s Georgetown Office and would be responsible to G. H. B. 
Hutchinson, Chairman of the Estates Management Committee, as his financial adviser, as co-ordinator 
of all accounting control information and its presentation and return to Head Office in the U.K. and 


Preference given to candidates of Guianese or West Indian origin aged between 30 and 40, who 
should possess Chartered Accountant’s qualifications and should have had experience of modern 


Remuneration will be about £2,500 p.a., depending on qualifications, with free housing and a car. 
Generous contributory pension scheme and leave, with passages paid to country of origin. 

Applications to Managing Director, Demerara Co. Ltd., Martins Bank Building, Liverpool 2, for 
onward transmission to British Guiana. It is hoped to hold final interviews for short-listed candidates 


TOUCHE, ROSS, BAILEY & SMART, 
3 London Wall Buildings, E.C.2, have a few 
vacancies on their audit staff for young 
Qualified Accountants wishing to widen 
their experience. Good salaries will be paid. 
Five-day week and pension scheme. 


UNITED DOMINIONS TRUST LIMITED require 
YOUNG QUALIFIED ACCOUNTANT for per- 
manent appointment in London. Opportunity for 
service overseas occurs from time to time. Salary 
according to age and experience. Bonus and non- 
contributory pension scheme. Please write to the 
Chief Executive, Unrrep Dominions Trust LTp., 
51 Eastcheap, London, E.C.3. Applications will be 
treated in the strictest confidence. 


YOUNG Chartered Accountants of good 
education with the ability and the wish to 
command promotion to a responsible posi- 
tion are required by a City firm with an inter- 
national practice. Possibilities also exist of 
appointments in the United States of America 
and other countries overseas. 

Applicants should furnish full details of 
qualifications and career in writing to Box 
No. 108, c/o ACCOUNTANCY. 


VACANCIES available for qualified Accountants 
in South America, West Indies, Rhodesia, Kenya, 
Far East and the Continent. Call Booru’s AGENCY, 
80 Coleman St., Moorgate, E.C.2. 
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MANAGEMENT ACCOUNTING 


An exceptional opportunity exists in a nationally known organisation with wide interests in 
this country and abroad for a young man aged about 22-25 who wishes to make a career in manage- 
ment accounting. Applicants should have recently obtained the qualification of a professional 


accountancy body. 


The position offers an opportunity to obtain first class experience of modern accounting and 
business methods. Commencing salary will be within the range of £650—£850 and prospects for 


the future are excellent. 


The Company which is situated in South Birmingham operates first class pension, sickness 
and welfare schemes. Please write giving full details to Box No. 97, c/o ACCOUNTANCY. 


PEAT, MARWICK, MITCHELL & CO. 
have vacancies in their London office for 
young Chartered Accountants who wish to 
widen their experience in all branches of 
accountancy. Excellent prospects, good 
starting salary, pension scheme.Opportunities 
for service overseas. Applications to 11 Iron- 


WHINNEY, SMITH & WHINNEY, 4b 
Frederick’s Place, Old Jewry, London, 
E.C.2, have vacancies for young Qualified 
Accountants wishing to broaden their 
experience in all branches of the profession. 
Good starting salary and prospects with 
opportunities to transfer abroad in due 


monger Lane, E.C.2. course. 


HAVE YOU CONSIDERED 


C.A.E.S.S. 


for pension benefits for your employees? 


Chartered Accountants Employees Superannuation 
Scheme 


offers— 


IMMEDIATE ENTRY —with maximum 
flexibility within the 
prescribed general 
conditions. 

—between participat- 
ing firms. 


FULL TAX ALLOWANCE—on contributions. 


TRANSFERABILITY 


Particulars from: 


The Scheme Secretaries 
8 Boston Avenue 
Southend-on-Sea 

Essex 


PRACTICES AND 
PARTNERSHIPS 


CHARTERED ACCOUNTANTS. Provincial firm 
desirous of appointing resident partner in their old 
established London Office seek contact with exper- 
ienced Chartered Accountant. Would consider 
applicant already in practice. Enquiries invited giving 
personal particulars, details of experience and nature 
of practice (if any) in strict confidence. Box No. 110, 
c/o ACCOUNTANCY. 


CHARTERED ACCOUNTANTS, Worthing, re- 
quire qualified assistant leading to partnership. 
Please give details of age, experience and salary 
requirements to Box No. 109, c/o ACCOUNTANCY. 


MISCELLANEOUS 


Accountancy Tutors Ltd. 
offer private tuition by arrangement 
to Articled Clerks preparing for the 
examinations of the Institute, Inter. 
and Final. Apply to the Director of 
Studies, 10 Lincoln’s Inn Fields, Lon- 
don, W.C.2. (CHAncery 2989.) 


Chartered Final & Intermediate 
Full-time course prior to examinations 
HARGREAVES & MARSH 
24 Coleman Street, London, E.C.2 
MON 8345-2075 


BRONZE NAME PLATES, cream enamel letter- 
ing. Send required wording. Proof submitted. 
Mate, Engravers, 7a Bayham Street, N.W.1. 


DESIGNING and printing of Reports, Accounts and 
Prestige Brochures by GRAFTON ARTS LIMITED 
(Est. 1911), 3-5 Fetter Lane, E.C.4. Tel: FLEet 
Street 6941-3. 


MEETINGS—A Conference Hall, seating up to 480, 
and smaller rooms are available for company and 
other meetings. Apply Secretary, THE CHARTERED 
Hall, 20 Aldermanbury, 


NAME PLATES FOR ACCOUNTANTS, in 
bronze, brass and plastics. Send wording and size 
for free estimate and layout to ABBEY CRAFTSMEN 
Ltp., Abbey Works, 109a Old Street, London, 
E.C.1. Tel. CLErkenwell 3845. 


OLD-ESTABLISHED Mutual Life Assurance House 
wants a few men of initiative and integrity to act 
as AGENTS for life assurance. Accountants and 
Book-keepers have the necessary contacts to make 
business most profitable to us and them. Full details 
from Box No. 10, c/o ACCOUNTANCY. 


PRIVATE TUTOR required by an external student 
of London University for the subjects of B.Sc. 
Economics Part 2 Special Subject Accounting. Box 
No. 101, c/o ACCOUNTANCY. 


STOCKTAKING. Brinson Hoare Ltd., Specialist 
Stocktakers and Valuers. Qualified Staff. Moderate 
fees. 40 Birchington Road, London, N.8. (Telephone 
MOUntview 3136.) 


TAXATION FORMS. A complete range from 17s.6d. 
per 100. Also COMPANY FORMS at competitive 
prices, e.g. Annual Return (Form 6a) our price 
42s. Od. per 100. Apply for lists to SHARPTHORNE 
Press Ltp., 25 Holborn Viaduct, London, E.C.1. 
FLE 0838/39. 
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PASS YOUR EXAMINATIONS 
AT THE FIRST ATTEMPT 


FREE |36-page Guide to professional careers tells you how 


You ,CAN bring much nearer ‘the great day’ 
when you proudly write some letters after your 
name. You can save many hours of work and 
enjoy your pre tion if you put yourself in the 
capable and friendly hands of the School of 
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#% Courses based on standard text-books .. . 
brilliant time-saving lessons and Medel Answers. 


We definitely Guarantee 
NO PASS — NO FEE 4% Begin at any stage you like . . . rom the “ABC” 
to every candidate who completes the course 
com course not pass your ex- ; 
smmination af the frst attempy it will 20t cost you We provide all necessary text-beeks, which 
penn tion-fees. tai unique 
: SOC. Simplified Study system and a remain your ows property 
Postal sve given Moderate fees payable by small monthly 


guaran are 
in our informative 136- Guide O; 
tunities in Commerce the 
Send for your copy today— and e 
without obligation. 


ines 


GUARANTEED COURSES FOR ALL MAJOR ACCOUNTANCY EXAMINATIONS 
Please state subject or examination of interest. 


School of Careers 


135, College House, Kensington, London W.8 


FULLER, HORSEY, SONS & CASSELL 
INDUSTRIAL AUCTIONEERS AND VALUERS 


Plant and machinery valued for balance sheets, amalgamations, 
new issues, estate duty, fire insurances, etc. 


Auctions anywhere in the British Isles. 


Surveyors and valuers of factories, mills, wharves and warehouses. 


Estate agents for all industrial premises. 


All business conducted from the City of London 
10 LLOYD’S AVENUE, LONDON, E.C.3 


Telephone: ROYal 486! (4 lines) 


: Modern, streamlined methods . . . you /earn the ; 
lee | fast way and make astonishing progress. 
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